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For the Business Man 


REPORT ON ENGLAND 
RALPH INGERSOLL 


Simon & Schuster. 202 pages. $1.50 


Mr. Ingersoll writes of the amazing courage 
of the English after a terrible and brutal 
Blitzkrieg. He explains in his book, ‘‘Report 
on England,’’ how Hitler lost his big chance. 
The author believes that the English people 
could not have held out much longer after the 
terrible beating they took during the seventh 
and fifteen of September. Since that time 
England has come a long way in preparing each 
citizen for every emergency. 

Mr. Ingersoll feels that it is still possible 
for Hitler to win the war, but he also states 
that the Blitzkrieg hag failed. 

The book, which is a consolidation and en- 
largement of the author’s reports to his news- 
paper, is well worth reading. 
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JUGGERNAUT OVER HOLLAND 
E. NICOLAS VAN KLEFFENS 


N. Y. Columbia Univ. Press. 195 pp. $2.00 


‘*Juggernaut Over Holland’’ tells the story 
of the invasion of the Netherlands by the Ger- 
mans. The author explains why certain bridges 
were not blown up by the Dutch, and of the 
important part trickery, deceit and fifth column 
precy played in the crushing of this coura- 
geous little nation. All in all, it contains a les- 
son for the whole werld, and we can only hope 
that it will be heeded. 
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OUR FUTURE IN ASIA 
ROBERT AURA SMITH 
Viking Press, 293 pg. $3.00 

Robert Aura Smith in this timely book 
tackles a question that very few Americans 
really know anything about ... our stake in 
Asia ... the extent that the military security 
of the United States, our economic health, 
and national honor depends upon the mainte- 
nance of the now-threatened resources and 
markets in the South China Sea. He examines 
with particular acuteness the new Japanese 
attitude and estimates the probable effective- 
ness of our resistance to it. 
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THE U. S. AND JAPAN MUST 
WORK TOGETHER 
WILLIAM J. BAXTER 


Inter. Econ. Research Bur., 100 pg. $2.00 


This book shows long study and association 
with Japan. Mr. Baxter proves what tremen- 
dous strides the Japanese have made and how 
their united efforts are producing amazing re- 
sults. The author gives facts and reasons for 
his statement, ‘‘The United States and Japan 
must work together’’ and even if you don’t 
agree with him you will find the book interest- 
ing and enlightening. For any one interested 
in the economic relations between the United 
States and Japan this book is a must for their 
library. 
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OUT OF THE NIGHT 
JAN VALTIN 


Alliance Book Corp. 841 Pages. $3.50 


An intriguing story of an international com- 
munist and a professional revolutionist. The 
author vividly portrays the Nazi climb to power 
with the assistance of the commanists. The 
means have been used to attain ends are fan- 
tastic and almost unbelievable even in these 
hectic days. The language is strong—often 
vitrolic—but Mr. Valtin tells his story in a con- 
vincing and withal a gripping manner. As a 
former member of the communist party he ably 
gives full facts on their activities and as a vic- 
tim of the Gestapo, he is highly informative as 
to their persecutions. 
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These books may be ordered from The 
Magazine of Wall Street book department. 
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Joo Good Jo Last 


Ir would seem that there is enough 
bad news for investors to worry 
about in the present day world— 
without also having to worry about 
good news. Yet it is possible for the 
situation of a particular industry to 
be just too good to last, and for that 
reason investors and traders either 
don’t want anything to do with such 
stocks or put an exceptionally low 
valuation upon them in relation to 
current earnings. 

A very interesting case in point 
at present is the machine tool indus- 
try. It now expects to attain a sales 
volume of about $750,000,000 this 
year. This would be a new all time 
peak by a very wide margin. 

But many machine tool equities 
are priced at only four or five times 
current earning power per share. 
Even more striking is the lack of 
speculative and investment interest 
that is reflected in low volume of 
transactions. On a recent day, for 


example, total trading volume in 
eight of the more prominent ma- 
chine tool stocks listed on the Stock 
Exchange and the New York Curb 
Exchange amounted to only 800 
shares; and in five out of the eigl t 
there was no transaction! 

Of course, distrust of high war- 
time earnings is a rather general 
phenomenon in the present stock 
market. And that it should be espe- 
cially pronounced in the case of ma- 
chine tools should not be surprising. 
In the first place, among the major 
beneficiaries of the armament ac- 
tivity, this industry should be the 
first and quickest to pass the crest 
in volume and profits. Its urgent 
job is to speed preparation for mass 
production of armaments. 

Long after the tooling-up phase 
has been completed, production of 
many types of armaments will con- 
tinue. This is especially so of war- 
ships and airplanes. Indeed, even 


after the aircraft industry has put 
peak production behind, it will have 
substantial support from replace- 
ment demands from the Army and 
Navy as more efficient types are 
designed, as well as the aid of major 
long term growth in commercial and 
private aviation. The machine tool 
companies have no such post-war 
prospect as regards replacement de- 
mand. 

In the second place, while much 
of the capacity for building war- 
ships, tanks and ordnance will stand 
idle after this emergency ends, the 
machine tool industry will remain at 
bottom a civilian industry, with 
much over-capacity on its hands and 
competing for a much reduced vol- 
ume of normal business. 

So, with the industry headed for 
gross of $750,000,000 in 1941—and 
probably record high profits despite 
increased taxes—that is just too 
good! 
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The Trend of Events 


WAR AND COMMODITIES .. . Major and permanent 
changes in the status of commodities—affecting prices. 
uses and sources of supply—constitute one of the most 
significant and revolutionary distortions accompanying a 
great war. The World War brought a radical and general 
price inflation, much enlarged and more efficient sources 
of supply for both farm products and most industrial raw 
materials, and left in its wake over-capacity and a long- 
run tendency to lower prices. 

It seems improbable that in the present situation this 
history will be fully repeated. There will be less price 
inflation—none at all in our farm goods—and much less 
general expansion of raw material producing resources. 
Nevertheless, shortages in some key materials—such as 
magnesium, zinc, aluminum and copper—are already 
pointing to broad shifts in normal consumption uses and 
competitive relationships. 

One certainty is a great acceleration of the progress al- 
ready under way in the entire field of synthetics. A host 
of plastics and synthetic substitutes for natural fibres 
and for rubber will come into their own. Many of the 
synthetics have an inherent advantage in that they can 
be “tailored” to precise and varied specifications while 
natural raw materials can not be. The increased volume 
made possible by present extraordinary demands will per- 


mit lower prices and thus encourage faster development 
of new commercial markets. 

In the post-war world we shall have a wider choice 
among more and better industrial materials, probably 
with a long-term downtrend in prices. The consuming 
public will be the winner, and we surmise that the gains of 
the more efficient manufacturers of synthetics will in some 
instances be at the expense of older extractive industries. 


STUPID OPPOSITION ... The healthy functioning of 
our representative government requires maintenance of 
the two-party system. But unless the Republican Party 
can unite itself under intelligent leadership we are likely 
to continue indefinitely what has been virtually one- 
party dominance ever since the election of 1932. On the 
whole the record of recent years shows that the minority 
party has been neither effective nor constructive. 
Take the issues of national defense and aid to Britain. 
In 1938 66 per cent of the Republicans in the House op- 
posed the naval expansion bill; in 1939 only 45 per cent 
opposed a naval expansion bill; and on the 1940 naval 
expansion there was no opposition. Fifteen months ago 
a big majority of Congressional Republicans opposed let- 
ting Britain buy arms here for cash. A few days ago an 
overwhelming majority of Republicans on the House 
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Foreign Relations Committee put themselves on record 
as favoring a $2,000,000,000 loan to Britain. 

If the earlier positions cited here were based on prin- 
ciple, it can only be said that the Republicans have been 
steadily retreating from such principles. Actually, their 
leaders in Congress failed to grasp the significance of 
world events or to keep in tune with public sentiment. 

There is a vitally important job that a constructive 
opposition could be doing in Washington today. The 
New Deal from the start has been strong on principles, 
ideals and objectives, but woefully weak in practical ad- 
ministration. The administration of the defense program 
still leaves much to be desired. By vigilant criticism, 
founded on fact rather than sheer partisanship, the Re- 
publicans have an opportunity to contribute to the speed 
and effectiveness of the program. Even in this, however, 
the record to date is pretty barren. 

Of course, the professional Republican politicos have a 
perfect right to spend their energies damning a certain 
man named Willkie and reading him out of their party 
if they choose. But if they suppose this is the way to 
strengthen themselves and win back public confidence 
they will again be rudely disappointed. 


STEEL PREFERENCES HERE... With steel backlogs 
piling up and delivery dates growing steadily more nebu- 
lous, there is injected into the steel picture the potential 
necessity of supplying up to 4,000,000 tons of additional 
steel through likely British-aid contracts. Moreover, 
American armament in some divisions is progressing more 
rapidly than expected, and the speedup further compli- 
cates the programming of shipments. Reflecting the 
scramble, stainless steel already is being domestically 
rationed, and a system of preference ratings for all steel 
deliveries is being instituted. Hasty trips to Washington 
are being made by some manufacturers, with the hope 
that a preferential rating for their steel orders can be 
obtained through proof of relative importance. 

As the tidal wave of buying for defense and non-defense 
requirements rose in the recent past, it had been the regu- 
lar contention of the steel companies that there would be 
enough steel to go around, provided purchasing was done 
in orderly fashion. Apparently, it has not been done in 
this manner. John H. Van Deventer, president of Iron 
Age, definitely maintains that it hasn’t. In a recent ad- 
dress, Mr. Van Deventer said that any crowding of the 
industry is largely attributable to inventory speculation. 

“We could shut down every steel producing plant in 
this country for 101% months and still fully meet the 
needs of our American defense program with a month 
and a half of operations.” he declared. “The California 
gold rush of 1849 has been superseded by the great Amer- 
ican steel rush of 1941.” 


THE FARMER PROSPERS ... The fates have carved 
out a far-different war niche for the American farmer in 
the current struggle than in the great World War. Sensa- 
tional rises in grain exports and prices in those days still 
stand out as a modern economic phenomenon. From a 
total of 142,000,000 bushels of wheat exported in 1913; 


exports skyrocketed to 332,000,000 bushels in 1915. In 
August, 1914, wheat was priced at 85 cents a bushel; 12 
months later it was selling at twice this figure, and even 
this was relatively small potatoes compared to the final 
peak of $3.45 a bushel shortly after our war entry in 1917. 
Cotton, from a level under 10 cents a pound in 1915 
doubled by 1917 and later, in the inflation year 1920, 
soared on to 44 cents a pound. 

Drab contrast is the current situation of collapse in 
foreign agricultural trade. But, actually, is the farmer 
much worse off than he was in the World War? His in- 
come last year was high enough to help the big mail order 
houses do a record-breaking volume. Fruit growers, truck 
gardeners, dairy farmers, poultry farmers, cattlemen and 
others must not be forgotten as comprising a huge section 
of American agriculture, and they have made great prog- 
ress in domestic market expansion since World War days. 
Tremendous industrial activity—which is higher than 
that of the World War—is taking record-breaking totals 
of cotton and other farm products. Modern Government 
subsidies are an important upbuilder of farm income. 

Since the outbreak of war, prices of farm products in 
the United States have risen 18%, while the products 
the farmer himself must buy have increased only about 
2%. With farm population now smaller than it was 
in the World War period, estimated per capita income 
today indicates that there is little to choose between the 
farmer’s position then and now. 


A.F. OF L. MAKES LABOR HISTORY ... Labor history 
was made in the recent announcement by the Labor 
Building Trades department of the American Federation 
of Labor of a voluntary restriction of all overtime pay on 
defense projects to time-and-a-half and of limiting exces- 
sive initiation fees. This is said to be the first time that 
the building trades union officials in Washington ever 
took a stand that would rescind local agreements in favor 
of a national attitude. Aside from being a commendable 
step toward accelerating armament production, the move 
throws the limelight on the remarkable wage structure 
and hour conditions which have been engendered. 

In New York City, which would be vitally affected by 
the decision, five trades—the plumbers, electricians, 
steainfitters, asbestos workers and plasterers—have a 
six-hour day, while a great many additional locals have 
only a seven-hour day. Thus, it is startling to compute 
that if they worked six hours and then received double 
pay for overtime, they would get about $2 an hour on an 
average for six hours, $20 for a full eight hours work and 
$28 for a ten-hour day. Strangely, it has been possible 
for employes working double overtime on Saturdays and 
Sundays to earn as much in these two days as in the en- 
tire remainder of the week. 

For employers, the decision finally solved the riddle of 
interpreting the overtime law passed Sept. 9, 1940, which 
specified a basic eight-hour day and compensation for all 
hours of work in excess of eight hours a day at not less 
than 114 times the basic rate of pay, but did not indicate 
whether or not payment for overtime on less than eight 
hours a day actually was permitted by the law. 
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As 9 Soo Jt! 


BY CHARLES BENEDICT 


MEN AGAINST THE GODS 
The War on Three Fronts 


Man is born with an urge for power that manifests 
itself even in the cradle. He seeks to dominate his 
parents and his nurse with uncanny understanding and 
continues the process throughout all his life—with the 
weaker succumbing to the will of the stronger, whose 
lust for power grows apace with every success—until 
finally he would be God himself. 

And so it is that Hitler has set himself to the grandiose 
task of overcoming the world. He has already conquered 
the will of the German people so that in Nazi Germany 
it is “Heil Hitler’—not Heil Gott—the sun— the fer- 
tility of the soil. 

Even so thought Alexander and Napoleon and those 
who came before, between and after—and yet they all 
failed and left devastated worlds which never gathered 
sufficient strength to rebuild themselves fully. While in 
the ebb and flow of events, new leaders came into being 
and different lands and new nations arose. The curiosity 
of man sought in the ruins of what had gone before to 
find the answer to those ever-recurring disasters that 
destroy the worlds men have so painfully built and with 
so much effort. 

An outstanding example is Spain. In ruins lies 
Granada, the great and powerful capital of the Moors. 
Toledo, the once cultured city of 200,000 inhabitants, 
has long since shrunk to a hamlet of 11,000 souls. 
Segovia, the capital of Isabella and Ferdinand, was only 
a village when I saw it in 1928. While in Burgos the 


great, spreading cathedral dominated the few nonde- 
script houses and all that remained of El Sid, the great 
conqueror, was the chest which still hung on the wall 
in the monastery. The violence of the wars that tore 
Spain asunder in these ancient days has made it impos- 
sible for her to recover even in this 20th century. Today, 
she lies devastated, hopeless and starving. 

Are men never going to learn? 

At the moment we have Hitler and his gang destroy- 
ing for their own glorification and power; yet when they 
are gone, it is we who will have to pick up the pieces and 
try to bring about some semblance of a world in which 
men can breathe freely again. Already he is reaching 
all around the world. We have the opportunity and the 
ability to immunize him before he reaches us. And yet 
there are those who prefer to wait; and are overcome by 
an inertia which attaches heavy weights to their minds 
and to their limbs, making them incapable of taking the 
offensive against the inevitable result of their inactivity 
and hesitation. 

And still there is a great urgency for immediate de- 
cision and quick action. The crisis is here; and by back- 
ing up the British effort this spring with every ounce 
of our ingenuity and power we can prevent the destruc- 
tion of our own people—our cities—and our monu- 
ments—and, by so doing, lift and succor a desperate 
world. 

There will be three great battlefields: 

Isles — the Eastern 


the British 
Mediter- 
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ranean—the Far East. 





The British Isles 


Here the great danger lies 
close to Britain—in Ireland— 
where for many years the Ger- 
mans have been developing hate 
into a fifth column, the propor- 
tions of which are not yet clear. 
To what extent it has been mini 
mized by Irish recognition of 
the Nazi purpose and the Nazi 
character at this late date re- 
mains to be seen. Some years 
ago the Nazis transferred their 
port of call from Cobh to Gal- 





























way on the northwest coast. By 
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so doing they were able to move 





























away from the surveillance of 
the British naval base in Cobh 
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at the same time that they se- 
cured a deep water base—a most | 
desirable harbor as a port of call | 
for, at that time, their “com- | 
mercial shipping.” This became | 
a distributing point for Nazi 
penetration to the heart of the 
Irish Free State. 
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Soon their technical _ staffs 
were building the utilities, the 
bridges and the highways for the 
Irish people. Nazi infiltration 
into Ireland went on for several 
years and no amount of effort 
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tion between England and Ire- 

land produced even a semblance of support. The in- 
tensity of the hatred against England and the dreams 
of revenge overcame every instinct of caution. And now 
that the mask has been torn from the Nazi face, will 
embittered Irishmen see that, in choosing England, they 
choose the lesser of the two evils? Or has the desire of 
revenge become the dominating force in their minds so 
that they—like Samson—are willing to pull down the 
pillars of society that will crush them also? 

There is no question that the British police and intelli- 
gence service are familiar with the situation in Free 
Ireland. In the north, a huge and well prepared army 
is ready to move into southern Ireland when necessary, 
and it would seem that English efforts to protect her 
shipping in the north Atlantic—the life and blood of the 
British Isles—was greatly intensified recently—if we are 
to judge from De Valera’s warning to the Irish people to 
expect an attack soon—an attack which will further 
widen the rift between the two nations. 

With the spring, the submarine menace to British 
shipping will be greatly accelerated. Here the greatest 


clude the use of penetrating poisonous gases. Certainly 
in view of this it must be apparent that we are faced 
with a monster of destruction whose efficiency thus far 
has proven itself to be only in the field of devastation 
and the demoralization of human character. It seems 
craven to sit by and let this monster do his will. It is 
evident folly to expect that the Nazi octopus will not try 
to wind his tentacles around us also. 


The Near East 


Britain is ready to take the offensive against Germany 
in this theatre of the war. In fact, diplomatically she has 
already done so in severing relations with Rumania and 
in her warning to Bulgaria. With the assurance of help 
from the United States, English morale and effort would 
respond magnificently. 

The speed with which the British cleaned up Libya 
has given them the edge over the Axis in the Near East. 
They solved this problem with very small loss to their 
army and with their reserve (Ple ase turn to page 618) 
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attacks by submarines able to | 
be fueled “somewhere” along the | 
Irish coast. Germany’s recent 
bombing of Iceland may have 
been an attempt to surround the 
British still further. It may also 
mean that Britain has succeeded 
better than we know in running | 
down German activators, sym- | 
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It must be clear that the im- | 
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Market in Test Phase 


Despite threat of further market decline, we believe many 


securities have now reached levels justifying partial em- 


ployment of available cash on a scale-down program as 


more specifically recommended and qualified in this analysis. 


Be AT 


| markets last week were more gloomy, dis- 
couraged and jittery than at any time since early June, 
1940, when German armies were racing through France 
virtually at will and when few would have bet much on 
Great Britain’s chances of surviving this war. 

The Dow-Jones industrial average gave up 6.16 points 
net for the week and at lowest closing level to date had 
surrendered 77 per cent of the ground recovered from 
early June last year to the post-election rally high. This 
left it 20.46 points down from the November high and 
only 5.82 points above the low of last spring. 

Our broad weekly index of 290 issues has cancelled 86 
per cent of its maximum prior recovery and stands ex- 
actly 2 points above the low of June, 1940. Excepting 
in the worst months of depression from late 1931 to early 
1933, there has been no period in which this index re- 
mained more than a moderate distance, and for more 
than short intervals, below its present level. 

It is significant to note that volume last week was at 
an average pace of only 456,000 shares per 5-hour session 
and that on last Friday’s break of nearly 314 points vol- 
ume attained a peak of only 930,000 shares. Our technical 
measures indicate clearly that for some weeks the deterio- 
ration in values has been due much more greatly to 
shrinkage in investment and. speculative demand than to 
actual increase in liquidating pressure. 

No doubt moderately increased volume of selling has 
been due to fear and uncertainty regarding near-term war 
contingencies in Europe and the Far East. But as we 
have observed before, intelligent investors for months 
have been adjusting themselves psychologically to the 
direst possibilities of the war and nothing could be a 
major surprise except Axis set-backs even more decisive 
than those suffered during this winter to date. 

Therefore, adequate diagnosis of the market’s ailment 
must take into account something other than the unsure 
war prospect. Since stock prices are rather close to the 
lows of last spring—and quite a few issues have already 
violated those lows—it will help to provide perspective 
if we note the more significant changes that have oc- 
curred between then and now. 
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Britain’s war position is unquestionably stronger now 
than it was in June of last year. There is less chance of 
possible British reverses being capable of bringing out 
large volume liquidation. Business volume and earning 
power of most corporations are substantially higher. 

On the other hand, fear of United States involvement 
in hostilities is more widespread and better founded than 
it was in the late spring of last year. And whereas in- 
vestors and traders were unable last spring to foresee 
drastically higher Federal taxes, they are acutely tax- 
conscious today. Indeed, seldom has the threat of 
“profitless prosperity” been more greatly feared than it 
is today. 

The liquidating pressure is much lighter than it was 
on the severe break last spring, but demand for stocks 
last spring was much greater than it has been on the re- 
cent decline. The latter change is explained in major part 
by the tax factor. Around the lows last spring the aver- 
age investor was more inclined to reason that stocks 
looked cheap in relation to earnings than he is today. He 
is inclined now to fear even greater tax increases than 
are likely to be legislated. 

We have already noted relationship of the averages 
to the lows of last spring. Some of the stocks which have 
virtually equalled those lows or violated them include 
du Pont, Coca Cola, American Can, American Tobacco, 
Consolidated Edison, Dow Chemical, Monsanto Chem- 
ical, National Biscuit, Procter & Gamble, Woolworth, 
Wrigley, American Chicle, General Foods, National Lead, 
Scott Paper, Union Carbide and United Fruit. Such 
action by a list of such quality certainly reflects a sig- 
nificant deterioration in investor support, and changed 
tax status is the most influential reason. 

Despite recent sharp declines, however, it is illuminat- 
ing to note that most medium grade and speculative pre- 
ferred stocks and bonds at current prices still show net 
gains ranging from 25 to 50 per cent above their lows of 
last spring; and that some are 100 to 200 per cent above 
those lows. Moreover, the railroad stock average has 
cancelled less than half of the recovery from last June to 
November. For the favorable net changes since last 
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spring noted in this paragraph, improved earnings and 
relative immunity to higher Federal taxes is the answer. 
We have no positive conviction whether the industrial 
average will or will not hold above the 1940 low of 111.84. 
It is a thin and nervous market, and there can be no 
guarantee it will not decline further on bad news or 
mass fright. We do believe, however, that under the 118 
level enough allowance is made for all probable adversi- 
ties to justify partial longer term commitment of idle in- 
vestment funds on a selective and scale-down basis. 
Specifically, we recommend that one-third of available 
investment buying power be now employed and that at 
least two-thirds of dollar total of such purchases should 
center in preferred stocks and bonds. A list of preferred 


stocks and bonds which we favor for income and apprecia- 
tion is included in a special article on page 578. 

In our issue of January 11 we presented a selection of 
ten favored stocks for 1941, deferring buying reeommen- 
dation while waiting for more opportune price levels. 
Followers of this feature are now advised to buy three 
out of the list: New York Shipbuilding, Baldwin Loco- 
motive and Crucible Steel. 

If the market has rallied above 118 before this analysis 
is read, we would defer all purchases in expectation of 
further reaction test. The partial program here advised 
is aimed for the next fortnight in timing and for the 
range 118-112 or lower in level. 

—Monday, February 17. 
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How will consumer goods industries be affected as arma- 
ment spending swings into high gear? Will output of 


non-essential or luxury goods have to be curtailed? Or 


can both Government and civilian needs 


be filled? 


Impact of the Defense Program 


on Consumer Industries 


BY JOHN D. 


Wis the national defense program was initiated in 
the summer of last year both Government officials and 
business men leaned to the optimistic idea that produc- 
tion of armaments could be superimposed on “business 
as usual,” 

At the present time armament output, although in- 
creasing, still represents a relatively small part of our 
total productive effort and even the tooling-up stage is 
far from complete. Yet aggregate industrial production 
has risen to new all-time high levels and we have run 
smack into numerous production bottlenecks. 

Already the main perspective of our economic think- 
ing has been directly reversed. Instead of wondering— 
as we did for years—whence would come enough pur- 
chasing power to buy the goods that industry was 
capable of turning out, we now begin to see that what 
we had supposed to be excessive producing resources 
are actually unable to meet the visible demands. 

So today we are hearing at Washington and elsewhere 
much less talk of “business as usual” and increasing talk 
of “sacrifices” that all elements of the population must 
make. But thus far it is preponderantly talk and very 
little action. That is to say, any real sacrifice—in the 
form of curtailed civilian consumption and a_ lower 
standard of living—still lies in the future. 

In the transition to a war-dominated economy it is 
obvious that we will move in the same general direction 
that England has had to move. But that statement is 
not as illuminating and pertinent as it sounds. The prac- 
tical question is not the direction in which we shall have 
to move but how far in that direction we shall have 
to go. To what extent will we have to divert productive 
resources from civilian needs to national defense needs? 

In exploring this question the British experience does 
give us certain guidance, but rather more by contrast 
than by analogy. To begin with, any given war effort 
by Britain involves a far heavier economic and financial 
strain than the same war effort would involve for the 
United States. This is because England’s industrial 
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potential and national income—both on an absolute 
basis and a per capita basis—are so much smaller than 
those of this country. 

Great Britain this year will devote not less than 50 
per cent, and possibly as much as 60 per cent, of the 
national income to war purposes and she will continue 
as long as possible to finance the great bulk of total gov- 
ernmental expenditures out of taxation and absorption 
of individual and corporate savings in war loans, rather 
than obtain any major part of the funds by the easy road 
of bank deposit inflation. 

In contrast to this it is improbable that our actual 
defense expenditures in the calendar year 1941—includ- 
ing possibly some financing of British purchases later in 
the year—will be as much as 12 per cent of our national 
income. Moreover, unless our fiscal policies are changed 
drastically and soon, it is improbable that the financing 
of the Federal expenditures will result in any net de- 
crease in the present level of civilian purchasing power. 
On the contrary, all available evidence projects a con- 
tinuing upward trend in civilian purchasing power. 


Civilian Purchasing Power 


By spring our total monthly national income pay- 
ments will almost certainly be at a rate equal to the 
1929 average in dollars, and for the year as a whole it 
seems not over-optimistic to assume an aggregate na- 
tional income around $83,000,000,000. If this dollar sum 
be adjusted in terms of average living costs, one must 
note that it is equivalent to what a $95,000,000,000 
national income would have been in 1929 and that if it is 
adjusted to the broad wholesale price index it is enough 
to buy the physical volume of goods and services that a 
$99,000,000,000 national income would have covered 
in 1929. 

Now the obvious and fundamental fact is that we are 
up against a physical problem rather than a money 
problem. Assuming prices do not rise, we will have 
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WHERE DEFENSE MONEY IS BEING SPENT 





DEFENSE CONTRACTS BY STATES 
PER CAPITA BASIS 








enough purchasing power to pay for a physical output 
of goods and services from 18 to 23 per cent larger than 
in 1929. It is to be doubted that with the productive 
capacity available this year we can turn out such a 
volume of goods. 

Hence, civilian demands and Government demands 
will come into increasing competition with each other, 
inevitably exerting a strong upward pressure on prices. 
Moreover, all producing resources capable of being 
utilized to further the defense effort will be increasingly 
and progressively diverted solely to that purpose, as we 
do not have time to rely entirely on new plant con- 
struction. 

The time will perhaps come eventually when, as a 
matter of sound national policy, taxation and methods 
of Federal borrowing will be utilized for the deliberate 
purpose of curtailing total civilian purchasing power. 
In that case, sales volumes in all types of non-essential 
and luxury goods and services would be reduced. 

But certainly for this year, if not for a somewhat 
longer time, the practical requirements of the defense 
program—rather than fiscal considerations—will be the 
determining factor. That means—to cite the most im- 
portant single example—that the automobile industry’s 
producing resources will be increasingly diverted to de- 
fense production because they are in large measure of 
such character that they can be so utilized, and not 
because the Government desires that the public should 
spend less money for automobiles. 

The practical test, in short, is not whether in any 
instance machines, materials and skilled labor are serv- 
ing non-essential civilian needs but whether they are 
capable of serving essential defense needs. If they are, 
in effect they will be drafted for defense and to that 
extent civilian demands will have to go unserved. 

By this test all consumer goods manufacturers en- 
gaged in fabricating products made largely out of metals 
must be considered on the draft list. There are scores of 
such enterprises but they represent very few industries. 
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In fact, automobiles, motor accessories and household 
apparatus—such as refrigerators, radios, washers, oil 
burners, ete —make up by far the major part of the field. 
Residential building, except as directly related to de- 
fense projects and plants, must also be considered in 
the same category to the extent that skilled labor and 
materials will have to be diverted. 

We shall not only see a greatly increased demand for 
civilian non-essentials. To the degree that some of those 
non-essentials—especially new automobiles and new 
homes—cannot be had, there will be that much more 
purchasing power available for such non-essentials as 
can be had. 

To cut down on fur coats, perfumes, luxury foods, 
liquor, jewelry, vacation travel, going to the movies, 
buying furniture and floor coverings, shoes, overcoats 
andsoforth would not in any way facilitate more or faster 
production of guns and warships and airplanes and 
tanks. So it is easy to see that all civilian essentials and 
non-essentials which are not related in important degree 
to defense needs are headed for a record-breaking boom. 

Incidentally, this boom will be felt in one branch of 
the automobile business, but benefitting dealers rather 
than manufacturers. Before the end of this year and 
even more so in 1942 the used car market is going to 
come to life as never before. Used cars average a higher 
gasoline consumption and a greater need of repairs, of 
course, than new cars. So the service station business is 
also headed for much better times. 

Do you remember the soldiers’ bonus that was dis- 
tributed in 1936? This windfall of purchasing power 
reflected by a net deficit outgo of $1,058,000,000 from 
the Treasury in June of that year and of $608,000,000 in 
July—was a major factor in the production and trade 
boom of the later months of 1936 and the first half of 
1937. The analogy is pertinent to the present situation. 

The economic stimulation resulting from huge na- 
tional defense spending is similar to that which would 
result if a great soldiers’ bonus were distributed each 
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month over a long period of time. From last June to the 
end of the year this Treasury disbursement increased 
from a monthly rate of $153,000,000 to $473,000,000. 
In January it spurted to approximately $572,000,000. 
By mid-year, as deliveries against contracts increase, it 
will probably be up around $700,000,000 a month and 
toward the end of this year it should reach $1,000,000,000 
a month. 

The unprecedented activity in the armament and 
capital goods industries adds many millions of dollars 
each month to total wage and salary payments. The 
recipients of this added income spend it chiefly on con- 
sumer goods and services, both essential and non- 
essential. This is, of course, an added margin to the 
already high level of production and trade in consumer 
goods. Moreover, Army and Navy purchases are by no 
means confined to the heavy industries but cover virtu- 
ally the entire range of consumer goods as well. All in 
all, the national defense stimulus—indirectly and to some 
extent directly—assures record high activity in the con- 
sumer goods industries until defense needs force the indi- 
vidual shifts indicated heretofore and the net effect of 
curtailment in leading types of consumers’ durable goods 
will be further to intensify demand for all other types 
of consumer goods in which production does not inter- 
fere with defense. 


A Localized Boom 


In unusual degree, however, it is going to continue a 
somewhat localized boom, with our agricultural areas 
getting relatively modest indirect benefit, due solely to 
increased food demands resulting from the higher pur- 
chasing power of industrial regions. The accompanying 
map provides a break-down of armament contracts let 
by states on a per capital basis. In regions where the 
per capita outlay on armament contracts is largest, one 


can naturally anticipate the largest increases in demand 
for consumer goods and services, as reflected in all 
branches of trade. 

These state by state contrasts are extremely wide. 
Up to the end of 1940, for example, Standard Statistics 
figures show defense contract totals per capita of only 
34 cents in Idaho, 59 cents in North Dakota and 76 cents 
in South Dakota while at the other end of the scale one 
notes $314 in Virginia, $302 in New Jersey and $300 in 
Connecticut. 

Such a simplified picture, of course, cannot be entirely 
accurate in its relationship to retail trade. Consider, for 
instance, California contracts of $175 per capita. The 
major part of this is made up of aircraft contracts re- 
ceived by manufacturers whose plants are mainly con- 
centrated around the Los Angeles area. In this case the 
trade stimulus is by no means state-wide. Moreover, 
a very substantial part of this per capita outlay will be 
spent by the plane companies in buying materials and 
parts from suppliers chiefly located in the industrial 
states of the mid-west, the middle Atlantic and part of 
New England. 

Again, the Virginia figure of $314 per capita is chiefly 
due to the contracts received by one shipbuilding com- 
pany and the portion of the outlay spent locally for labor 
and materials will benefit the Norfolk trade area greatly 
and other areas of the state little or none. 

Trade gains should be largest in states having a large 
number of metal-working plants, for such states not 
only come in for a major share of the original contracts 
but will also get the bulk of the sub-contract work from 
defense enterprises in such less industrialized states as 
California, Washington and Virginia, in all three of 
which aircraft or shipbuilding work is pretty much the 
whole defense story. 

Examined in this light, the most favored states in- 
clude Connecticut, Massachusetts, New Hampshire, 
Rhode Island, New York, New 
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Jersey, Delaware, Maryland, 
Pennsylvania, Ohio, Indiana, 
Illinois, and Michigan. This 


broad sweep from southern New 
England down to Maryland and 
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experience a_ three - dimension 
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goods and consumer goods—like 
nothing ever seen before. 
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per cent is for ordnance and sup- 
plies; 20 per cent for airplanes 
and parts; and about 46 per cent 
for ships. Four states have re- 
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000; New Jersey, $1,270,000,000; 
New York, $1,209,000,000; and 
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Pennsylvania, $1,035,000,000. 
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What Latest Trends Reveal 
For 1941 Earnings Prospects 





BY WARD GATES 


A: this time it is possible to foot up and ap- 
praise the 1940 earnings of nearly 300 corpora- 
tions, including some 170 industrial enterprises. 
The trends and variations shown do not by any 
means entirely represent water over the dam. 
On the contrary, the evidence deduced from the 
1940 results—and from the factors contributing 
to such results—throws a bright prophetic light 
on 1941 profit prospects. 

To begin with, let us look briefly at the over- 
all picture. The industrial companies which have 
issued reports up to this writing show a com- 
posite gain of about 23 per cent over 1939 figures; 
while 1940 composite earnings of railroads were 
about 30 per cent better than in 1939; earnings 
of utilities in total were nearly 2 per cent less 
than in 1939; and earnings of all reporting cor- 
porations were approximately 17 per cent more 
than in 1939. 
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These figures, especially as regards industrial 
companies, will be modified considerably when a 
larger number of reports can be taken into the reckoning. 
As a general rule, inclusion in such a partial composite 
of the earnings of a few very large corporations—such as 
United States Steel and General Motors—distorts the 
showing on the favorable side. 

Indeed, preliminary indications forecast aggregate 1940 
industrial earnings probably less than 17 per cent greater 
than in 1939, instead of the 23 per cent gain shown by in- 
dustrials which have reported thus far. Moreover, final 
results probably will reveal fourth quarter earnings more 
than 10 per cent under the industrial earnings of the 
fourth quarter of 1939, although industrial volume for the 
quarter was about 9 per cent greater than a year before. 

In some part the unfavorable relationship between 
fourth quarter earnings and fourth quarter industrial 
volume was due to the practice of various companies in 
charging their entire 1940 allotment of increased Federal 
taxes to the final quarter. 

On the other hand, the reality can not be blinked that 
aggregate 1940 industrial profits are nothing to get en- 
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thusiastic about—when considered in relation to record 
high average volume of production for the year as a 
whole, and to net gain over 1939 of approximately 13 
per cent in the Federal Reserve Board production index. 

The answer is very obvious—steeply higher taxes. Des- 
pite a physical volume substantially above that of the 
boom year 1929, aggregate industrial earnings last year 
appear to have been at least 30 per cent under those of 
1929. 

Generally speaking, the largest individual gains were 
in heavy industry companies—notably steels, rail equip- 
ments and other “armament” issues—which experienced 
exceptionally large increases in volume, and whose earn- 
ings look large in comparison with 1939 partly because 
1939 earnings were low. 

Conversely, most companies which had relatively good 
1939 earnings experienced either modest gain or an actual 
decline. This was most pronounced among non-arma- 
ment companies and especially those characterized in the 
past by relative stability of volume and profits. 
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Companies Showing Little Change in 





Earnings 
Earned per Earned per 
Company Share 1940 Share 1939 
General Motors... . . : cae : sia stein $4.32 $4.04 
| RSS ee een aN eam ee 8.69 8.47 
PNM MOIRE 6 a ose coe eek aya, j 2.05 1.95 
United Gas Improvement.................... : 97 98 
M. H. Fishman, Inc.............. Rene oats 1.09 1.07 
PN crc icici ke Vcd anes 1.69 1.69 
RE os cis oicon coroners Pbtomnt: : 1.05 1.02 
Tide Water Associated................ raided 1.14 1.05 
Cc ealth & Southern...... d Ne | 3 
Hollinger Cons. Gold Min., Ltd.......... : 1.17 1.15 
ED ee oe eis ese Ake , 2.08 1.92 
Virginia Railway.................. ooe 4.48 4.06 
OS a ee ene 2.64 2.49 
BI eras 66: 8 Sh rSbroe eww ceuate murs, 91 88 
SPN RINN 5 o:050 6 os. dcnabeaerceodess 3.55 3.69 
LL See a ee ee 1.68 1.73 
U.S. Pipe and Foundry....................... 3.45 3.69 
Liggett & Myers Tobacco..................... 6.02 6.13 
MOUND 55 coors oon sc ae ek 2.75 2.85 
R. J. Reynolds Tobacco....................... 2.55 2.56 
REED tinker hal. ie i ae -94 -93 
Hat Corp. of America (A and B combined). ..... 1.03 1.10 
IN 55a Sk is ods ss orion cies cebe ces 3.20 3.07 
American Chicle............ PUR Sohnted dale 8.42 8.79 
Engineers Public Service...................... 1.61 1.55 
| NES Sy ee tne eae ee yk ne 1.04 1.09 
I RE elgg Sek rice eects Satie Cannes ye 2.82 2.83 
Ns oan ica eos cease, ck 6.58 6.47 





Public utilities, cigarette companies, packaged foods, 
bakers, dairy companies, drugs and proprietary products, 
and chain stores were among those hit especially hard by 
the year’s higher Federal income taxes because of their 
relatively rigid set-up as regards operating costs and sell- 
ing prices. 

Several general conclusions can be drawn as to 1941 
profit prospects. First, if there is any substantial addi- 
tional increase in Federal taxes, many companies will 
earn less in 1941 than in 1940 regardless of boom levels of 
volume. Second, only a minority of companies—chiefly 
those getting major volume stimulus from the armament 
activity—have much chance of materially bettering 1940 
profits, and both whether they do so and by what degree 
they do so will depend mainly on the presently unpredict- 
able question of how stiffly their taxes are going to be 
raised. Third, in most instances the types of enterprises 
faring poorly in 1940 profits will probably continue to 
fare relatively poorly this year. Fourth, at best the 
large percentage gains shown in 1940 by many “arma- 
ment” enterprises can not be anywhere near equalled in 
1941 because the base of comparison will be much higher. 

To cite an example bearing on the last made point, 
Crucible Steel had earnings of $10.24 a share last year 
against $2.54 in 1939. This was a gain of approximately 
303 per cent. But to duplicate that percentage gain this 
year it would have to earn more than $40 a share. It 
can’t be done. 

However, earnings per share are the chief investment 
and speculative consideration, rather than percentage 
increases or declines. And 1940 earnings of steel com- 
panies particularly were not indicative of maximum earn- 
ing power under present taxes and operating costs. As 
capacity limits are neared, the difference between an oper- 
ating rate of 90 per cent and one of 100 per cent makes a 
much greater difference in profits. The average operating 
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rate for 1940 was only 82.2 per cent of rated capacity. 

Assuming operations this year at virtual capacity, steel 
earnings could be very substantially larger than in 1940— 
but whether significant gains are in fact realized will de- 
pend first upon the forthcoming Federal tax legislation 
and secondarily upon whether higher wage rates are 
granted in response to current C. I. O. demands. 

At capacity, for instance, United States Steel no doubt 
could earn somewhere near $15 per share this year, with 
present taxes and wage costs. But suppose the normal 
corporate tax is raised to 30 per cent., from present maxi- 
mum of 24 per cent., that the capital allowance under 
the excess profits tax is reduced from 8 per cent at present 
to 6 per cent., and that wage rates are raised 10 per 
cent. On that hypothesis the company at capacity 
would do well to equal 1940 profits. 

In some industries deliveries against defense orders 
placed in 1940 will be very substantially increased. This 
is true of rail equipment companies, shipbuilding, machine 
tools, aircraft and makers of heavy electrical equipment. 
Other things being equal, profits would be considerably 
greater than in 1940—but again the doubtful factor is 
coming tax increases. Even so, such industries would 
remain in a relatively favored profit position if tax in- 
creases are uniform and general. But it might be that 
the normal tax will be left at 24 per cent and that addi- 
tional corporate revenues will be sought mainly from 
much heavier excess profits taxes. In that event, on a 
purely relative basis, the situation of stable volume enter- 
prises would look better than it does today and that 
of the outstanding “beneficiaries” of the armament or- 
ders would become much more drab. 

What must be watched with especial care is whether 
the next tax changes tend to put a ceiling—close to 1940 
earnings or even below them—on earning power of ar- 
mament issues. In the main these are volatile, cyclical 
stocks. Ability to earn large profits on boom volume is 





Companies Showing Substantially Reduced 
Earnings 


Earned per Earned ver q 


/O 


Company Share 1940 Share 1939 Decrease 
General Tire & Rubber...... SP otis $.85 $3.77 77 
Thatcher Manufacturing.......... Net SaaeeG 59 2.53 76 
Continental Baking (A)... 5. cccccsncnes 1.01 3.32 70 
Quaker State Oil Refining................... -42 1.71 52 
GAME os oiefc rath Slee scale wale Bi voin ee’ s -96 1.61 41 
Reliance Manufacturing Co..............006. «73 1.69 41 
Dayton Rubber Manufacturing............... 2.41 3.91 38 
International Railways of Central America...... -73 1.14 36 
DDI KROME GR. 5. olo.s o::cereo es oisce ee sass 1.95 3.07 36 
SNM 2 Sire 3, saints eis ivi sateen oe hee 3.63 5.25 31 
UNEMEINNR, 3 a.05--- oie cheat oa ao breloe sieveseters 1.49 2.14 30 
aN PMMNIID 5S gsc ouace Xo iaisisiela sieves sis. 005 68 4.16 6.61 28 
FE NAL E SRI EE eee 1.71 2.13 19 
Woolworth Company (F. W.)..............- 2.48 3.02 18 
Kroger Grocery & Bakery Co................ 2.51 3.02 16 
Public Service of New Jersey..............-- 2.42 2.88 16 
Owens-Illinois Glass Company............... 2.70 3.17 16 
Peoples Gas, Light & Coke.................. 1.23 1.96 14 
MAMA GATES GADD << 0S 5. eek ce dees cess 3.65 4.22 13 
RNR oa Go tins sbossusco. 0p Aish cons sicnne 3.10 3.50 12 
Cons, Gas, Elec. Light and Power Co of Baltimore 4.41 4.94 11 
Pacific Lighting Corporation.................. 3.13 3.60 10 
aI oo. Seca Siege gs Sais sisineealons os 3.74 4.16 10 
MO POMEGRINOMOMS....vccasccecciccccsewes 7.23 7.70 8 
PINS No sibsc 5 feed seks de eA Sa eee ote 3.18 3.43 7 
Bigelow-Sanford Carpet..................00- 6.12 6.44 5 
NN 6 aco a cis oye erieaeo a erp we seis 5.88 6.22 5 
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about the only attraction they hold. If that attraction 
is substantially reduced, market values will be propor- 
tionately affected. 

Gain of about 30 per cent in railroad earnings last year 


emphasizes two points. First, comparison is on a very 
low base of 1939 earnings. Second, of all major industries 
this is the outstanding example of how the leverage in- 
volved in large funded debt works to magnify earnings 
gains on a rising volume of traffic. 

The rail traffic outlook for 1941 is highly favorable and 
under any probable change in the excess profits tax the 
carriers would fare relatively well. A lift in the normal 
tax would hurt, however, and so would an increase in 
wage costs. The intrinsic investment status of medium 
grade rail bonds, as well as the status of many specula- 
tive rail bonds, should be more greatly improved than 
that of most rail equities. 

In turning to individual examination of some of the 
more important company reports, the Chrysler Corpora- 
tion is a good starter. Its 1940 dollar total of sales was 
about 35 per cent greater than in 1939 and unit sales 
were more than 34 per cent greater; but net profit per 
share for the equity was only $8.69 or but nominally 
higher than $8.47 net of 1939. The company’s income 
tax bill for 1940 was approximately $23,500,000—more 
than $5 per share—and was three times the 1939 figure. 

The General Motors story was much the same as that 
of Chrysler. Profit was $4.32 a share against $4.04 in 
1939. While no official sales figures have been issued, 
there is no doubt that volume gain in the year greatly 
exceeded earnings gain. Total provision for 1940 taxes 
was $125,100,000, compared with $44,852,000 in 1939. 

The 1941 profit prospect of the motor industry is 
clouded not only by the threat of still higher taxes, but 
by uncertainty as to how much the armament work will 
interfere with civilian production on new models in the 
late months of the year and by doubt whether profits 
on defense orders will equal profits on normal business. 

Earnings of the rubber product manufacturers were in 
most instances somewhat lower than in 1939 but better 
than had been generally expected. United States Rubber 
was an exception, with net of $3.58 a share against $3.18 
the year before. Gain of slightly more than 12 per cent 
in net, however, compared unfavorably with sales gain 
of 17 per cent. Qualified by the tax factor, 1941 profit 
prospect is otherwise more favorable for the industry 
than it was last year. 

The case of du Pont—prime example of a dynamic 
growth situation heretofore in great investment favor— 
is a pertinent example of the severe handicap growing 
interprises are up against under present taxes. Sales 
volume increased by some 20 per cent to all time high 
of $359,000,000, but increased tax charges and tax re- 
serves reduced net per share to $7.23 against $7.70 per 
share in 1939. Any material additional boost in taxes 
would probably mean 1941 earnings lower than in 1940 
for most leading chemical companies. 

American Can, another old line investment favorite, is 
an example of a company which is getting little or no di- 
rect volume stimulation from the armament program but 
which is hit by higher taxes nevertheless. Net per share 
was $5.88 against $6.22 in 1939. Total taxes increased 
to a record high of $11,916,000. This sum was equivalent 
to about 68 per cent of the earnings left for shareholders, 
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Companies Showing Largest Earnings Gains 


Earned per Earned per % 
Share 1940 Share 1939 Increase 


Company 
Bell Aircraft... $1.14 $ .03 3,800 
Northern Pacific wa .83 .03 2,670 
Western Maryland Railway , 1.15 14 720 
Automatic Voting Machine. .. . -39 .06 570 
US Staak... oi. 2 8.84 1.83 381 
Crucible Steel... .. Sar 10.24 2.54 303 
Soundview Pulp Co..... 3.47 .90 285 
General Railway Signal... . 1.21 .34 255 
GOS ZING... 5... os css 1.11 .35 214 
Bath hon Works. ........ccc005: ; 4.90 1.58 210 
Remington Rand (9 months)............. 88 -30 193 
Ce ONIN 0-05 ic5-5:00 ocr erdentares 2.27 .85 167 
EOE CIN on pomctaewecew ace 14.04 5.75 144 
Universal Pictures (53 weeks, Nov. 2nd) 8.45 3.48 142 
Youngstown Sheet & Tube...... 5.96 2.49 139 
ek, rr 3.30 1.42 132 
Arlington Mills................ 4.52 1.99 126 
Union Bag & Paper.............. 1.67 -76 120 
American Steel Foundries. ...... 2.48 1.15 116 
Deere & Company... .. 3.33 1.82 110 
Bendix Aviation... 4.42 2.14 106 
Westinghouse Air Brake ; 1.76 .87 102 
Pond Creek Pocahontas ‘ ‘ 2.34 1.17 100 
Pacific Tin Construction Corp Se -90 .47 92 
General Cigar tae aL ee 2.15 1.12 92 
Allegheny Ludlow Steel....... 2.78 1.48 87 
Chicago Railway Equipment. . 2.24 1.25 79 
Industrial Rayon. ....... : 3.15 1.77 77 
Ohio Brass Company........... 2.07 1.35 53 
Island Creek Coal Co oF 3.65 2.42 51 
New Jersey Zine............. 4.19 2.70 49 
American Brake Shoe & Foundry. 3.49 2.39 46 
Caterpillar Tractor............. 4.16 2.89 46 
Mueller Brass. ars 3.64 2.60 41 
Freeport Sulphur Co P eee ‘ 3.81 2.76 38 
Westinghouse Electric & Manufacturing 7.10 5.18 37 
Simonds Saw & Steel... 3.12 2.35 33 
Inland Steel... . 8.87 6.73 32 
Southern Railway 3.35 2.69 23 
National Steel. 6.83 5.71 19 
Wheeling & Lake Erie............ 8.69 7.56 15 





whereas in 1939 total taxes equalled about 47 per cent of 
net earnings for shareholders. 

Earnings of Bell Aircraft at $1.14 per share do not look 
very imposing but—illustrating how gains are magnified 
if base of comparison is low enough—the increase over 
net of 3 cents a share in 1939 was 3,800 per cent! 

Few other outright armament companies have yet re- 
ported, but reports thus far available show rather hand- 
some profits. Thus Bath Iron Works, specializing mainly 
in building destroyers for the Navy, boosted net to $4.90 
a share from $1.58 in 1939, for betterment of 210 per 
cent. Bendix Aviation profits more than doubled from 
$2.14 per share in 1939 to $4.42 for gain of 106 per cent. 

Railroad equipments were well up among the 1940 
leaders in earnings betterment. New York Air Brake 
reported $4.04 per share, against $2.88 in 1939, despite 
the fact that provision for excess profits tax alone ap- 
proximated 45 per cent of reported net income. Gain 
in net over 1939 amounted to about 40 per cent. Amer- 
ican Steel Foundries lifted profit by 116 per cent or from 
$1.15 per share to $2.48. Profit of Westinghouse Air 
Brake increased from 87 cents per share to $1.76 or by 
102 per cent. American Brake Shoe showed $3.49 per 
share, compared with $2.39 in 1939, the gain amounting 
to 46 per cent. Sharpest percentage recovery—255—was 
shown by General Railway Signal with jump from 34 
cents a share in 1939 to $1.21 last year. But this was 
due to extremely low base of (Please turn to page 622) 
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Labor’s Rising Power 


Woe what amounts to a labor govern- 
ment in Washington and with a defense 
emergency calling for new government con- 
trols, new methods of doing business, and 
full employment, organized labor is using every oppor- 
tunity to increase both its political and its economic 
power. It is not merely an opportunistic grab for power: 
it is an acceleration of a trend and of long-laid plans and 
dreams of some far-seeing labor leaders. 

The man in the street is apt to think of labor’s power 
as political pressure to keep the wage-hour law, or as 
the strike weapon to get higher wages or union recogni- 
tion in defense industries. These are current mani- 
festations, symptoms, of labor’s rising power. To some 
labor leaders these are ends in themselves, but the more 
progressive ones are looking ahead to the time when 
labor’s right to be the controlling influence in national 
affairs will be taken for granted. The trend is being 
delayed by the C.I.0.-A.F.L. feud, by jurisdictional and 
personal fights within each group, by racketeering and 
communist influences in some unions, and by many 
union tactics which irritate or outrage the public. There 
may be some set-backs, but the ground work is being 
laid for a tremendous increase in labor’s influence on 
government and business policies. 

This growing influence is more than a drift yet some- 
thing short of an organized campaign, for both the ends 
and the means are visualized somewhat differently by 
various leaders. But the first objective is more political 
power for labor and then to use this power to get more 
control over business management policies for the broad 
purpose of getting for labor a larger share of the national 
income and a more authoritative voice in determining 
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the nation’s political and economic policies. 
Labor is not satisfied simply to have gov- 
ernment and business ask its advice and 
consent; it wants to be recognized as the 
equal, if not the master. This is the view of the more 
forward-looking leaders, though there are plenty of union 
bosses who want nothing more than to be let alone. 

Until recently labor was content to show its political 
power by the election of sympathetic legislators and the 
occasional appointment of a labor man to a high govern- 
ment post. Now labor is demanding that its own men 
be given government positions not in the labor relations 
field and not as labor advisors but as key executives and 
policy makers. The Knudsen-Hillman dual head of the 
OP M is the result of a bitter back-stage fight to estab- 
lish this principle, and labor is pulling every wire to have 
its own men named as executives throughout the defense 
set-up. There is little or no complaint that the business 
men brought into the government are actually “anti- 
labor”; what the unions are really after is an acceptance 
of the idea that labor should have as prominent a part as 
capital or management in the policy-making councils 
of the government on every subject, whether or not 
problems of labor are immediately involved. 

There is no question but that labor is using the defense 
emergency to gain dominant power over—or within— 
government and industry. This statement need not be 
given a sinister implication, for there is no lack of 
patriotism and labor men explain in all sincerity that 
the defense program cannot succeed without the co- 
operation of labor and this means recognition of equality 
in policy-making rather than merely manning the fac- 
tories and taking orders. 
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Labor participation in business management is the 


‘next step. The classic conception of unionism was that 


labor was not interested in business policies beyond 


| wages and working conditions and had no desire to share 





in the responsibilities of management. Probably the 
majority of union men still hold more or less to this view, 
but some progressive leaders like Hillman and Dubinsky 
have realized that a sick industry is a poor employer 
and there are many instances in recent years where a 
union, with the consent or at the request of an employer, 
has loaned money to the business, furnished expert tech- 
nical advice, and assisted in pulling a failing concern out 
of the red. More recently, union demands in strikes or 
bargaining disputes have been won because of the 
union’s intimate knowledge of management’s methods, 
problems, and even secrets. These may be isolated 
examples, but they show a trend. The avowed objective 
is not to weaken management but to strengthen it; to 
demonstrate that labor has as much interest in, and as 
much to contribute to, management as has capital. 

A much bolder move has been launched by C.L.O. 
President Philip Murray. In a memorandum plan for 
strengthening the defense program Murray makes sev- 
eral pertinent suggestions for bringing order out of the 
present confusion in defense planning and production, 
but the heart of his proposal is that labor take an equal 
part in the planning. The whole job would be turned 
over to a National Defense Board under the President 
and composed of equal representatives of industry and 
organized labor. Under this would be councils for each 
major industry, with one government man as chairman 
and membership equally divided between industry and 
labor. An industry council would be a super-trade asso- 
ciation, with powers reminiscent of the N RA, and the 
industry would be expected to act in a non-competitive 
manner. Stated objectives are to “preserve the basic 
democratic rights of the Amer- 
ican people” and to “improve 
and extend the American stand- 
ard of living through a more 
equitable distribution of the na- 
tional income.” This proposal 
for labor participation in man- 
agement is an important feature 
of the C. 1.0. plans for increas- 
ing steel output and for mass 
production of airplanes by the 
auto industry. More will be 
heard of it in the future. 

The rising power of labor is 
being felt in the defense program 
in other ways. Strikes in de- 
fense plants make headlines and 
are serious, but actually the 
man-hours involved are not 
greater than in other periods of 
increasing business activity. 
More serious than work stop- 
pages are the many jurisdic- 
tional fights, threatened boy- 
cotts, arbitrary membership and 
employment rules, and just 
plain rackets of many unions 
which greatly increase the cost 
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of production. Now that the New Deal Supreme 
Court has said that the government cannot prosecute 
such outright restraints of trade, Congress is moving to 
investigate some of these malodorous union practices. 
Chances are against anti-union legislation in the near 
future. Certainly the right to strike will not be out- 
lawed; most employers don’t want this because it would 
carry with it government control of management. But 
there may be some legislation to require an effort at 
mediation or a cooling off period before striking, and the 
publicity may have a salutory effect on the unions. Also 
it would not be too surprising to see the administration 
favor an amendment to the Norris-LaGuardia anti- 
injunction act to permit prosecutions of unions for 
restraint of trade in the more flagrant cases. 

Unions are being blamed for the shortage of skilled 
workers and the weekend “blackout” of defense fac- 
tories, but for the most part they are no more responsible 
than the policies of government and management during 
preceding years of low production. Many unions did 
impose severe apprentice rules which limited the supply 
of skilled workers, but likewise employers neglected to 
train young new workers where union rules did not pre- 
vent. Nor can the 40-hour week be blamed wholly on 
labor, for it has been government policy for several years 
and likewise management policy in many industries. 
Regardless of who is to blame, there is a shortage of 
skilled labor to permit all defense plants to operate 
around the clock, but this problem is being met in many 
ways. Apprentice-training rules are being liberalized, 
hundreds of vocational and technical schools are train- 
ing new workers, and, most important, manufacturers 
themselves are putting in training courses to make their 
own supply of skilled labor. An essential feature of the 
industry training program is that the job be broken 
down into a series of opera- (Please turn to page 620) 
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A Program for Income 
and Capital Growth 


Offering Wide Margin of Safety 


BY J.S. WILLIAMS 


= compromise must be the basis for any 
soundly conceived investment program. This would be 
true at practically any time. Under conditions existing 
at the present time, however, it is a compelling necessity. 

Confronted on the one hand with such definite realities 
as an unprecedentedly high level of industrial activity, 
good earnings, sound equities obtainable to yield more 
than twice the income return on high grade bonds and 
a level of stock prices which judged by any reasonable 
standard seems to have gone a considerable distance 
toward discounting every adversity in sight, while on the 
other hand there are all the frightening implications of 
the approaching war crisis and the looming threat to 
earnings in the shape of higher taxes, rising costs, 
priorities and possible rationing, the investor can hardly 
be blamed if his judgment is confused and _ practical 
decisions are difficult to reach. 

Rarely, in fact not even in the dark days of 1982, has 
the case in favor of investment compromise been 
stronger. Only a fool or a reckless gambler would ven- 
ture to risk all of his capital in common stocks now, 
however strong his convictions might be that present 
prices afforded rare bargains. Nor does the other ex- 
treme—the conversion of all securities into cash—make 
any more sense. Cash in a savings account, or the 
virtual equivalent,—short term Government securities,— 
earns little or nothing today. 

“When in doubt, do nothing” is one of those familiar 
axioms which appeal to one’s common sense, but when 
reduced to terms of an individual’s investment program 
it may be something less than practical. It is likely to 
be equally impractical both in the case of the investor 
committed fully to a common stock program, as well as 
the investor with his capital substantially in the form 
of cash, or its equivalent. A great majority of investors 
rely to some extent at least upon investment income in 
the form of bond interest and dividends. Others are 
entirely dependent upon such income and feel that they 
cannot afford to convert any portion of their funds to 
cash, except perhaps for a brief period of time. 

Two premises are here advanced. First, the investor 
holding 100 per cent cash, yielding virtually no income, 
is paying too steep a price for complete liquidity and 
practical security. Second, the investor pursuing a 
program designed to afford a reasonable and dependable 
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income return, plus some measure of price appreciation, 
is in the present setting assuming an abnormal risk and 
depriving himself of the valuable factor of investment 
flexibility, by having all of his capital invested—and| 
particularly so if it is invested in the more volatile types 
of common stocks—however necessitous the continuity 
of income may be. 

Between these two extremes it should be possible to 
make a rational and productive compromise. 

Perhaps the reader has already reasoned that such a 
compromise would have one investor put a portion of hx 
cash to work and the other build up a cash reserve at the 
expense of the more speculative, or least desirable. 
holdings. In effect this is precisely what it would 
amount to, but probably the average investor, who 
would fall within either of the two groups, does not fully 
realize exactly what may be accomplished by such a 
compromise. 

Taking up this proposal first from the standpoint of 
the investor holding a substantial amount of uninvested 





Selected List of Second Grade Bonds 
and Preferred Stocks 


Recent 1941 


Issue Price Yield Price Range 
Alleghany Corp. 5's, 1944........ 91 5.49 97 -91 
Atlantic Coast Line 1st 4's, 1952. . De ceike 74 5.41 79 =-74 
Balt. & Ohio, Pitts., L. E. & W. Va. 4's, 1951 55 7.27 611-55 
Central Pacific 1st 4's, 1949............. 68 6.06 73-65% 
Certain-teed Products 51/o's, 1948..... ; 87 6.32 9134-86 
Cleveland Union Term. 51's, 1972. 88 6.25 90 -84%; 
Consolidation Coal 5's, 1960......... “% 77 6.49 8014-76 
Illinois Central 4's, 1952.......... 43 9.30 38 4-47 
N.Y, Comet 4's, 1998... ccc. ha 61 6.56 637%4-555% 
Northern Pacific 5's, 2047............. : 63 7.94 6934-6214 
Southern Pacific 41's, 1981................ 44 10.10 49144-3955 
AMed Shores SSPE... cies vee 77 6.49 80 -7414 
Amer. Sugar Refining $7 Pfd............ ; 83 8.43 88 -81 
Crown-Zellerbach $5 Pfd.................. 88 5.68 92 -88 
Paramount Pictures $6 1st Pfd.............. 96 6.25 9914-9514 
Oe lS | ARS ee 96 6.25 10114-95% 
Republic Steel $6 A Pld................... 92 6.52 97 -91 
U, S. Rubber $8 1st Pfd........... 81 9.88 941/o-80'4 
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cash, two assumptions appear justified. The fact 
that he is holding cash indicates either he is 
fearful of the possible market consequences 
should the fortunes of war take a turn for the 


A Compromise Investment 
Program for $100,000 


worse for the British cause, or he is a bargain Recent Yield Amount 
hunter hoping to buy the securities of his choice ii ss», eee cixty “Te, | % $50,000 
at substantially lower prices. 5M Southern Rwy. 4's, 1956. .. . 60 200 6.67 3,000 
If he is impelled by fear to withhold a sub- 5M Clev. Union Term. 5's, 1973.......... 77 250 6.49 3,850 
stantial portion of his capital, there is no gain- oat Tes. aie. Pee CO: Toe OS ‘ad ni aan 
saying the basis for such fears. But even so it SMN. Y. Central 5's, 2013......... aa ese ape 3,200 
would still be possible for this investor to select a _50shs Continental Baking $6 Pfd............. 86 400 9.30 4,300 
group of high grade short term bonds which _ 50shs Loew's, Inc. 61% Pld............. 108 325 6.02 5,400 
could be depended upon to afford practically the — 50shs Consolidated Cigar 61/2 Prior Pfd. . 97 325 6.70 4,850 
same degree of market stability as actual cash. — 50shs Firestone Tire & Rubber 6% Pfd........ 103 300 5.83 5,150 
Certain high grade preferred stocks would also — 100shs S. H. Kress ($1.60).......... " = pani — 
serve the same purpose. In favor of such a pro- Cele Sen Cnaee---- om in _— — 
P F 3 100shs Timken-Detroit Axle ($3.25).......... 30 325 10.80 3,000 

gram would be the income to be derived from ithe an........ ee ‘iti par nye 
these holdings. At the same time, however, the. jo 0shs General Foods ($2) oeeaae ea see ona 3,600 
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grade bonds and preferred stocks selling not 
much under their recent historical highs, the 
resulting income yield is so low as not to be 


Annual yield on $100,000 would be 3.44%. 
paid dusting 1940. 


Figures in parenthesis indicate dividends 





worthwhile. Regardless of their gilt-edge charac- 

ter it might be possible for these issues, under adverse 
conditions, to decline in value, and while the actual de- 
cline might be relatively modest, it would not have to be 
much to nullify completely any advantage which had 
hoped to be derived in the way of income. As an ex- 
ample of how this might work in actual practice, let us 
suppose a high grade 3% bond is purchased at 105 to 
yield a current return of 2.86 per cent. If for any rea- 
son this bond declines over the next several months to 
102, a capital of loss of $30 is shown—more than the net 
current vield. A year ago, following the invasion of the 
Low Countries, many high grade bonds showed larger 
losses than three points. As a consequence, our invest- 
tor would find his capital impaired just at the time when 
he might desire to take advantage of lower prices. He 
would obviously have been better off had he adhered to 
his original plan and held his capital liquid. 

The same holds true in the case of the bargain hunter. 
There is no sidestepping the fact that the investor with 
the most cash will be offered the best bargains. If se- 
curity bargains are made available at a time when funds 
are even temporarily invested in high grade bonds, most 
investors will experience a psychological reluctance to 
convert such bonds into bargain-type issues, if such 
course entails the acceptance of a loss, however small. 

All that has been said here lends pretty strong support 
to the policy of maintaining a strong cash position at 
the present time, either as a safeguard against an un- 
favorable turn in war events, or merely as a practical 
investment policy. 

But what of those investors whose circumstances re- 
quire that their capital yield an adequate and continuous 
income? This group comprises a large segment of the 
investing public. It is for these that the policy of com- 
promise has its most practical application. 

For the purposes of this discussion let us make another 
assumption. The circumstances of an investor holding, 
say $100,000 in cash, have altered in recent months in 
such a manner as to make it imperative that this fund 
be put to work to yield some income. It would be pos- 
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sible to make a selection of the highest grade corporate 
bonds to yield an average return of about 2.8 per cent. 
Highest grade non-callable industrial preferred stocks 
have recently sold on a basis to yield an average annual 
return of 3.9 per cent. By making a selection of issues 
to include both of these groups the average annual yield 
would be something between 3 and 3.5 per cent. 

Applying the compromise principal, it is proposed that 
this investor invest now only half of his capital—$50,000 
—retain the balance in cash. For the invested por- 
tion of the fund it would be possible to make a considered 
selection of good common stocks, medium grade preferred 
stocks, and second grade bonds (particularly railroad 
bonds) to yield between 6 and 7 per cent, or between 
3 and 3.5 per cent on the total fund. Thus, this investor 
retains much of the potential advantage of having half 
of his capital in cash, while at the same time utilizing 
the balance to meet requirements of income. 

Nor does such a program embody the acceptance of 
abnormal investment risks. It does not necessarily 
follow that securities yielding twice as much as high 
grade bonds and preferred stocks entail double the risk. 
In the first place, high grade bond prices have risen to 
abnormal heights under the combined pressure of ex- 
tremely low interest rates and the buying competition 
generated by the huge reservoir of univested funds in the 
hands of banks and other institutional investors. The 
same is true of high grade preferred stocks, the prices 
of which customarily follow the cue of the high grade 
bond market, and the spread in the yield of high grade 
bonds and high grade preferred stocks usually averages 
about 1 per cent in favor of the latter. 

On the other hand, prices of many sound common 
stock issues, as well as medium grade bonds and pre- 
ferred stocks, always more sensitive to market conditions 
and public psychology, are substantially out of line with 
the normal relation of prices to earnings and dividend 
and interest coverage. Thus, no far fetched attempt 
at rationalizing is necessary to support the premise that 
the actual risks in following (Please turn to page 624) 
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General Motors I941 Volume 


Likely to Reach New Record 


Prospective Higher Taxes and Costs, However, Indi- 


cate Earnings and Dividends Are Close to Ceiling 


BY J. C. CLIFFORD 


ae Morors entered 1941 with unparalleled sales 
prospects for the first 6 months of the year but after 
that time, the outlook is enshrouded in deep uncer- 
tainty. It is not as if it is expected that the market for 
private automobiles will disappear after the mid-year 
has passed but there is the question of whether or not 
it will be possible to obtain sufficient materials to make 
the required number of automobiles and, if materials 
are obtainable, can sufficient skilled labor be found to 
finish the job. 

That General Motors will be one of the largest pro- 
ducers of defense materials is now quite evident, for only 
several weeks ago the corporation announced that it 
already had orders on hand for such materials valued 
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in excess of $400 million. Since that time considerable 
further business has accrued. Because it has long been 
evident that only a small part of the machinery used 
in automobile assemblies could be converted to the 
manufacture of munitions and armament, the produc- 
tion of war materials is not expected to interfere with 
the output of commercial and private automobiles by 
usurping the necessary machinery. But, machinery 
needs operators to make it function and for this reason 
arms plans may restrict automobile output through 
commandeering the automobile industry’s skilled pro- 
duction planners and operators. 

General Motor’s regular business was at peak levels 
in 1940. Indications are that sales to consumers reached 
a total of 1,827,241 units or 33.9 per cent more than in 
1939 while sales to dealers were 36.3 per cent above those 
of the previous year. December sales of cars and trucks 
were at the highest levels for any similar month in the 
history of the company. Total 1940 sales—including 
exports—were 2,025,343 units or 31.3 per cent higher 
than in the previous year. Sales in the first quarter of 
this year are running slightly below the levels of the 
record final quarter of 1940 but promise to be approxi- 
mately 50 per cent higher than in the first three months 
of 1940. Second quarter sales also should hold up well 
although the gains over a year ago will not be so wide 
as in the initial quarterly period. 

Several factors have contributed to the desire of the 
automobile industry to hold production at high levels 
as long as possible. One is that retail demand has been 
better than seasonal and promises to continue good for 
some time to come. Another reason for high output— 
and incidentally high dealer stocks on hand—is that 
considerable uncertainty exists as to future supplies of 
commercial and private automobiles once defense pro- 
duction gets under way. Dealers’ stocks of new vehicles 
are now close to estimated highest economic levels of 
approximately 500,000 vehicles but it is probable, in 
view of the prevailing extenuating circumstances, that 
dealers’ stock will eventually rise at least another 20 per 
cent before the spring selling season begins. Thus, for 





THE MAGAZINE OF WALL STREET 





cy 





ible 
een 
ised 
the 
luc- 
vith 
by 
ery 
son 
ugh 
r0- 


vels 
hed 
1 in 
ose 
cks 
the 
ing 
her 
- of 
the 
»Xi- 
ths 
vell 
ide 


the 
els 
een 
for 
t— 
hat 

of 
ro- 
les 

of 

in 
hat 
per 
for 


FET 








New Chevrolets roll from the plant in a constant stream both day and night. 


the near term it is probable that automobile production 
will exceed sales although as the season advances the 
difference will narrow gradually and later be reversed. 

As sales of passenger cars and light commercial ve- 
hicles decline seasonally, the activity generated by de- 
fense orders will become increasingly apparent. Present 
defense materials orders of $400 million plus whatever 
has accrued since the beginning of the year do not bulk 
large against General Motors’ net annual sales of about 
4 times that amount in 1940 but will serve as a cushion 
to prevent a sharp decline in gross business should it no 
longer be possible fully to meet consumer demand for 
new cars because of priorities or other restrictions. Over 
the longer term—when defense production is closer to 
peak levels—it is probable that gross business of the 
corporation will expand even further. 


Defense Products Many 


General Motors is making a widely diversified line of 
military materials. They include airplane engines and 
parts; machine guns; shells; the more natural product. 
trucks; and a vast number of other devices including 
fuses, gun mounts, magnetos, etc. The most important 
contribution of General Motors to our Army is the Alli- 
son, liquid-cooled, aviation engine for use in combat and 
interceptor planes of high speed and efficiency. At the 
date of the latest report, General Motors had orders on 
hand amounting to nearly $165 million for Allison en- 
gines for the United States and the British and was 
scheduled for production at the rate of 350 monthly, 
with increases to come. In addition to the Allison en- 
gines, the Buick division of General Motors is expected 
soon to be in production on a Pratt & Whitney engine 
at the rate of 500 engines per month. This particular 
contract calls for 3,000 engines at an overall price of 
$36,497,500. An output of 1,000 Allison engines monthly 
is predicted before the beginning of next winter. 

Airplane parts as well as engines are also in produc- 
tion and the output will be sharply increased by next 
fall. Rochester Products Division of General Motors 
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has a sub-contract for airplane control and instrument 
parts and Fisher Body Division is already working with 
North American Aviation to manufacture parts which 
later will be assembled by the aviation company. 

General Motors has long been one of the leading 
manufacturers of Diesel engines so that Navy contracts 
for $46,400,000 of engines for use in submarines and 
auxiliary craft will not disrupt the production schedules 
of the Cleveland Diesel Engine Division too greatly. 
Nevertheless, while production schedules are still ex- 
panding, new orders continue in excess of shipments. 
In the company’s own words then—‘“production sched- 
ules now in effect will permit completion of current con- 
tracts over the next several years.” Subsequent-to-cur- 
rent business will probably hold operations at high levels 
for a much longer term. 

Trucks are in heavy demand for the Army and it is 
estimated that every ten men in the field require the 
service of at least one truck. General Motors had on 
hand at the year end orders for no less than $20 million 
of Chevrolet trucks alone as well as an unspecified quan- 
tity of Yellow Truck and Coach products. Truck busi- 
ness is relatively easy to handle but while the greatest 
part of the order can be filled through the adoption of 
production methods, the military nature of the product 
makes a certain amount of custom work necessary and 
thus increases costs per vehicle as well as building time 
required. In the period from July 1 to the end of Decem- 
ber, Yellow Truck received Government orders for more 
than $100 million but because the contracts published 
are often the smallest part of the work let, it is virtually 
impossible to state exactly how great the actual amount 
may be. 

The defense materials already mentioned are more 
or less a part of General Motors’ regular type of busi- 
ness to which the company’s staff is accustomed and 
therefore adds but little to the production problems. In 
addition to these, the company has reported contracts 
amounting to well over $100 million for parts and equip- 
ment which are strictly military in nature and as such, 
are strangers to General Motors workers. The largest 











individual item among them is an order for $61,400,000 
of machine guns. This work will be done by Frigidaire, 
AC Spark Plug, Saginaw Steering Gear and Guide Lamp, 
all manufacturing divisions of the parent company. A 
considerable amount of new machinery will be required 
to fill this order so that it is not expected that full vol- 
ume production will be achieved before the closing 
months of this year. 

The Olds Motor Works Division will soon be in pro- 
duction on an order for $9,500,000 of shells. New ma- 
chines which permit mass production of shells and shell 
parts make this a relatively easy task although it is 
anticipated that it will take the best part of a year for 
the company to fill its initial contract after actual pro- 
duction starts. It is most likely that this initial order 
will be followed by others of similar size as soon as the 
workers become familiar with the products. Miscellane- 
ous orders amounting to more than $35 million make 
up the balance of the work on hand. Many of these 
orders are of an educational nature and will probably 
lead to larger assignments at some later date. 

General Motors Canadian plants are also actively en- 
gaged in the production of munitions as well as military 
vehicles and similar equipment. The manufacture of 
artillery fuses is already on a production basis and thus 
furnishes tried methods for American use. All of the 
Canadian manufactures are for British or Dominion 
account. 

As may be expected, the acceptance of huge volumes 
of military business means a large amount of retooling 
and expansion of production facilities. All of this busi- 
ness is not only new to the company but also to the 
industrial world in general. It is therefore not surpris- 
ing that General Motors will be forced to increase its 
facilities and working capital by a large margin in order 





to meet the challenge. The company estimates that such 
needs will be in excess of $100 million or approximately 
25 per cent of the volume of total defense orders recently 
reported. However, no outside financing will be required 
for this purpose since cash alone, at the date of the last 
balance sheet, was ample for the needs of the company 
until such time as Government shipments begin to be 
paid for. 

The next question which this business brings to mind 
is what will it mean to the stockholder in terms of addi- 
tional earnings. The answer is—relatively little. There 
is no present indication as to what profit margins might 
be on defense materials even though most contract prices 
are known to contain some compensation for the neces- 
sity of adding to plant and equipment. Later contracts 
will undoubtedly be made on a closer margin after the 
new facilities have been partly paid for and working 
forces are better trained. The best that can be expected 
from this strong influx of Government business is that 
earnings per share will be maintained at close to current 
levels during the emergency and that dividends will 
probably be maintained unchanged. 

Should priorities on automobile materials be enforced 
to a point where it is no longer possible to meet con- 
sumer demand then Government orders will afford an 
offsetting support of earnings. When the emergency has 
passed, any pent-up demand for new cars due to the 
industry’s inability fully to meet demads during the 
period of defense preparations will offer a cushion for 
earnings when Government defense business is no longer 
available or, perhaps, available in declining volume. 

Were it not for the imposition of new tax schedules. 
the additional Government business would mean one of 
the most profitable periods in General Motors’ history. 
As it is, however, most of the added profit accruing from 
defense business is absorbed by 
higher taxes. Despite the fact 
that General Motors sales 
reached record proportions in 
1940, net income before pre- 
ferred dividends was approxi- 
mately $195,500,000. The 1940 
figure is not very far above 1939 
actual net income of $183,290,- 
000 and while only moderately 
lower than in 1937 is neverthe- 
less still substantially below the 
earnings peaks of $276,500,000 
set in 1928. 

From the preliminary report 
of earnings for 1940 it is appar- 
ent that taxes will continue to 
bulk large in the nearer term. 
Had it not been for increased 
Federal taxes, net income for 
1940 would have been $92,500,- 
000 greater than in 1939. As it 
was, the increase was approxi- 
mately $12,200,000. The total 
tax bill for 1940—including ex- 
cess profits taxes as well as nor- 
mal imposts—was $125,100,000 
as compared with $44,852,189 in 
1939 (Please turn to page 623) 
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Another Look At... 


YOUNGSTOWN SHEET & TUBE — AMERICAN SMELTING 
CLUETT, PEABODY — INTERNATIONAL NICKEL 


Youngstown Sheet & Tube 





The preliminary report 
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after dividend require- 
ments on the 51% per cent 
preferred stock to $5.96 a share on 1,675,008 shares of 
common stock. This compares with net profit of 
$5,004,484, or $2.49 a share, on the common stock in 
1939. Last year was by far the most profitable since 1936 
and 1937, when earnings available for the common stock 
were equivalent to $7.03 and $6.79 per share respectively. 
Stockholders last year received tangible evidence of the 
marked improvement in the company’s earnings in the 
form of dividends totaling $1.25 a share. No dividends 
were paid in 1939, However, the final quarterly divi- 
dend last year was at the rate of 50 cents a share and 
the probabilities would seem to favor a continuation of 
this quarterly rate in the current year, augmented by a 
sizable payment toward the year-end. Employing the 
invested capital option, the company incurred no lia- 
bility for excess-profits taxes last year. Based on esti- 
mates computed from the company’s most recent bal- 
ance sheet, it would appear that common stock earnings 
could rise to the equivalent of about $8.50 a share before 
becoming subject to excess-profits taxes. Last year 
Youngstown Sheet and Tube completed several steps 
in a comprehensive refunding program, including the 
issuance of $10,500,000 Serial Debentures and $49,000,- 
000 First Mortgage 314 per cent bonds. During the past 
ten years, the company has effected not only a substan- 
tial reduction in total funded debt, but interest charges 
have likewise been scaled down. During the same period 
funds expended in modernization of plants and equip- 
ment and additions to properties totaled nearly $45,- 
000,000. At the end of last August, the company’s cur- 
tent assets amounted to nearly $92,000,000, while cur- 
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INTERLAKE IRON — CLIMAX MOLYBDENUM 


rent liabilities were less than $18,000,000. Cash was in 
excess of $16,200,000. Although the company’s share of 
direct participation in national defense orders has not 
been sizable, indirectly it has participated substantially 
in the high level of activity throughout the steel indus- 
try, and it is a safe assumption that first quarter opera- 
tions this year will be maintained at levels close to ca- 
pacity. The wide swings between good and bad years 
characteristic of the steel industry, in combination with 
the marked leverage factor imparted to the company’s 
shares by the nature of its capital structure, have had 
the effect of giving a high degree of market volatility 
to the common stock. Obviously, therefore, the shares 
preclude investment consideration but for anyone seek- 
ing a speculative stake in the steel industry, Youngs- 
town Sheet & Tube common, at recent levels around 33, 
warrants consideration. 


American Smelting & Refining 





American Smelting & Re- 
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pany paid dividends on the 
common stock last year in the amount of $2.75 per share, 
as compared with $3.00 in 1939, which would suggest 
that profits declined, it is conceivable that directors pre- 
ferred to act conservatively in the matter of dividends 
under the compelling necessity of providing adequate 
working capital to handle a substantially increased vol- 
ume of business anticipated over the coming months. In 
1939, the company’s profits were equivalent to $4.36 a 
share for the common stock, while in the initial six 
months of 1940, profits were equal to $2.12 a share, as 
compared with $1.68 a share in the corresponding period 
of 1939. Profits in the final six months of last year, how- 
ever, were required to absorb the increase in corporate 











income taxes. It is not believed that excess-profits taxes 
were a factor in the company’s earnings last year. 

Activities of American Smelting & Refining embrace 
the entire field of non-ferrous metals, from mines and 
mills to smelter and fabricating plants. Not only has 
demand for such basic metals as copper, lead and zinc 
been greatly stimulated by armament and defense re- 
quirements, but the company’s fabricating interests have 
been favored by substantially larger orders. In import- 
ance, however, the company’s mining and fabricating 
interests are overshadowed by the principal divisions of 
its business, the smelting and refining of non-ferrous 
metals, mainly on a toll basis for others. Copper, lead 
and zinc, together with relatively minor amounts of gold 
and silver are the principal metals treated. Included 
among the company’s principal customers are St. Joseph 
Lead and Kennecott Copper. Current reports indicate 
that smelting and refining operations are at practical 
capacity and promise to continue so for some months to 
come. At the present time the company’s expansion 
plans include the erection of a large electrolytic zinc re- 
fining plant in Texas, having an estimated monthly 
capacity of 2,000 to 2,500 tons of zinc. It is not 
expected, however, that this plant will be completed 
and ready for operation until some time in the first 
part of 1942. 

Judged by any reasonable standard, the common 
shares of American Smelting & Refining at levels around 
38, not only appear reasonably priced in relation to 
the company’s recent earnings and current prospects, 
but afford an attractive income return. Among repre- 
sentative mining issues, the shares may be conceded a 
measure of speculative appeal. 


Cluett, Peabody & Co. 





Despite a larger volume 
of business during last year, 
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Nevertheless, stockholders 
should have every reason 
to feel satisfied with last 
year’s results. Sales last year expanded approximately 
10 per cent, and sufficient to substantially absorb the 
company’s larger tax liability. The company’s sanforiz- 
ing process, permitting the controlled shrinkage of cotton 
fabrics, and which has contributed substantially to 
greatly improved earnings in recent years, continued to 
grow during 1940 although at a somewhat slower rate 
than in previous years. Total yardage sanforized by 
the company last year amounted to 980,514,039 yards 
which compares with 919,500,000 yards in 1939 and only 
130,040,296 yards in 1934. In 1939 royalties received by 
Cluett, Peabody from various mills licensed to use the 
process were in excess of $1,000,000, or about one-third 
of the company’s total net income. Even if it is con- 
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ceded that the use of the sanforizing process has attained | 
a practical maximum, the company’s process of eliminat- | 
ing extreme elasticity in viscose yarns may well haye| 
potentialities fully equal to that of the sanforizing 
process. Meanwhile, the company has further strength. | 
ened its competitive position in merchandising its vari- | 
ous finished fabrics, sold under the well known trade | 
mark “Arrow,” and orders booked for the current Spring |) 
season are reported to have been well in excess of a year} 
ago. The company’s per-share earnings in the years| 
1936 to 1939 inclusive, were at the annual average rate 
of $2.00. If the company were to compute its excess. 
profits tax liability on the basis of average earnings, it is 
obvious that it would face an extremely heavy assess- 
ment. It is believed, however, that the company will 
employ the invested capital option in computing excess- 
profits taxes. The invested capital of the company, 
represented by surplus, preferred and common stocks, 
amounts to approximately $14,700,000. In addition, 
however, it is expected that invested capital will include 
an item of $18,275,000 of good-will. On the last balance 
sheet the company carried good-will at the nominal sum 
of $1, the original amount having been reduced by charg- 
ing it against the value of the common stock, and was 
not distributed to stockholders. The present company 
purchased the good-will item from the original com- 
pany and the latter was allowed to include it in in-| 
vested capital under the excess-profits taxes of the| 
last war. | 

Although primarily attractive for the generous yield, 
on the basis of the $2.75 dividend paid last year, the 
common shares of Cluett, Peabody at--recent levels 
around 30 are not without possibilities for price appre 
ciation, with the benefit of more favorable market con- 
ditions. In 1939 the shares sold as high as 4514 and as 
low as 2514. 





Interlake Iron Corp. 





Interlake Iron Corp. was 
last discussed in Tue 
= s m.., MaGazineE OF WALL STREET 
wee 7 dated July 27, 1940. At 
that time the company’s 
shares were quoted at 8, 
which compares with pre- 
vailing quotations around 
9. Nevertheless, the shares, 
among low priced specula- 
tive issues, continued to 
hold out the promise of 
important percentage ap- 
preciation. The present in- 
dustrial background is precisely the setting which in the 
past has meant substantial earnings to Interlake Iron. 
The company is rated the largest independent producer 
of pig iron but since many of the large consumers—steel 
companies particularly—make their own pig iron from 
their own ores and coal, the company must wait for 
betterment in the heavy industries to reach the smaller 
consumers of pig iron before it can expect any appre- 
ciable gain in its own business. In effect, Interlake Iron 
is a marginal organization, a condition which is reflected 
in widely fluctuating earnings and numerous deficits 
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during the past decade. 

In the fourth Quarter of last year, however, Inter- 
lake’s facilities were being operated at virtual capacity. 
For all of 1940, the loss of nearly $554,000 shown in 1939 
was supplanted by a profit of $829,450, equal to 41 cents 
a share on 2,000,000 shares of capital stock outstanding. 
During the past year also the company materially 
strengthened its cash position, and according to the pre- 
liminary report cash at the end of last December totaled 
some $3,800,000, as against $1,342,301 at the close of 
1939. 

With operations in the steel industry at or near ca- 
pacity and promising to remain there for some months 
to come, heavy demands are being made upon the pig 
iron facilities of leading steel producers. This suggests 
the possibility that many of their outside customers will 
be compelled to fill pig iron requirements from inde- 
pendent producers—Interlake Iron, for example. An- 
other favorable factor was the recent advance. of $1 a 
ton in the price of pig iron. The company in question is 
regarded as a high cost producer and higher prices will 
be of timely assistance in enhancing the current earn- 
ings prospects. Present commitments in the company’s 
shares, held on a strictly speculative basis, should be 
retained. 


International Nickel Co. 





International Nickel Co. 
was one of the earliest of 
the corporate war casual- 
ties. Yet the fact remains 
that the two major factors 
which stockholders feared, 
and which were largely re- 
sponsible for the decline 
both in the value of the 
shares and in their invest- 
ment esteem, have as yet 
failed to substantially ma- 
terialize. These threats 
embraced the possibility 
that serious restrictions might be placed on the com- 
pany’s earnings as a result of sharply increased taxes 
and government price-fixing, and the possibility that 
exchange difficulties might prevent the company from 
continuing dividends to American stockholders in 
dollars. 

Prior to the outbreak of the war, the shares of Inter- 
national Nickel were generally held in high regard as one 
of the most promising of the potential “war babies.” 
Holding a virtual monopoly of the world’s supplies of 
nickel, and ranking as one of the foremost producers of 
low cost copper, two major armaments metals, the com- 
pany to all appearances was slated to be in the van of 
war beneficiaries. Unfortunately, however, it was im- 
possible to make allowance for steeply increased taxes, 
price-fixing, exchange problems, etc., prior to the out- 
break of the war. While the effect of these develop- 
ments has been anything but moderate, the company’s 
earnings have at least been able to hold their own with 
pre-war results. 

For the nine months ended September 30, last, net 
profit of $26,425,104 was equal, after preferred divi- 
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dends, to $1.71 a share for the common stock, comparing 
with $26,584,806 or $1.72 a share for the common stock 
in the first nine months of 1939. On the basis of the 
company’s most recent showing, it appears to be a safe 
assumption that earnings for all of 1940 were close to the 
1939 level, when the common stock earned the equiva- 
lent of $2.39 a share. The company’s production of 
nickel last year set a new high record and prices, which 
have been in effect in the United States and Canada 
since 1926 were unchanged. Recently it was officially 
stated that the company had renewed its agreement 
with the British Ministry of Supply to deliver to the 
British Government approximately 80 per cent of its 
output of electrolytic copper at prices about 2 cents a 
pound below world prices. The balance of the com- 
pany’s output of copper is being consumed entirely in 
Canada. 

The extent to which the company’s taxes were a factor 
in retarding recent earnings is indicated by the fact that 
in the first nine months of 1940 the total tax bill was 
equal to $1.07 a share, or more than double that for the 
same period of 1939. Nevertheless, indicated earnings 
would appear to lend adequate support to the present 
$2.00 dividend, particularly when viewed in relation to 
exceptionally strong financial position. While no definite 
forecast can be made as to the likelihood that present 
dividends to American holders will be maintained in dol- 
lar exchange, the initial 50-cent quarterly dividend this 
year has been declared and as yet there are no indica- 
tions that the Dominion of Canada is faced with a severe 
shortage of dollar exchange. International Nickel has a 
number of fabricating units located in Great Britain 
and, therefore, presumably vulnerable to bombing at- 
tacks. The great bulk, as well as the most valuable, of 
the company’s properties, however, are located in 
Canada. 

While it is to be doubted that International Nickel 
common shares will stage much in the way of price re- 
covery until the company’s outlook lends itself more 
readily to a positive forecast, market action over the 
past several months would seem to suggest that the ad- 
verse factors in the situation have been rather thor- 
oughly discounted. 
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Climax Molybdenum Co. 
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important export markets, 
notably Germany, Japan 
and Russia. Russia alone 
purchased 11,000,000 pounds of molybdenum in the 
United States in 1939. Shipments to both Japan and 
Russia last year were subjected to embargos, while 
shipments to Germany were (Please turn to page 623) 
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oo year’s production of 4,675,000 exception of April and May of 1937 ing enforced curtailment of auto- the 
cars and trucks was exceeded _ the biggest month since 1929. Re- motive production is unlikely to tail 
only in the years 1937 and 1929. tail sales likewise are at record continue at this extreme much 
Final quarter output was at a new _ levels for this time of the year, but longer. By the end of March, most wh 
high—about 30% larger than that they are not large enough, of course, of the leaders will be so affected by str 
of the corresponding 1939 quarter— to absorb the tremendous produc- tooling for defense orders that out- ore 
and this trend has even been accele- tion which is being feverishly pushed __ put is likely to drop sharply. Ortho- mu 
rated in 1941. January production, in anticipation of encroachment on dox trends thus are likely to be of 
in fact, totaled 533,000 units, this the automotive industry by the changed around completely; by rea 
being a record for the month of armament program. April or May when retail require- 00 
January by some 18% and with the Effort to hedge against the com- ments dictate an output of perhaps era 
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550,000 to 600,000 units in such a 
year as this, the industry may be 
in a groove around 350,000 units 


monthly. Consumer demand is 
running contra-seasonally, too, with 
January deliveries (around 340,000 
units) higher than in December 
and at a new all-time peak for the 
month. 

Retail demand is likely to con- 
tinue high for the near term, at 
least. Recent demand has been 
higher than that of the average for 
the past year (26% higher in 1940 
than in 1939), but the question 
definitely is arising as to how much 
of this buying is based on public 
fears of higher prices and curtail- 
ment of production as the armament 
program begins to take automotive 
labor, materials and plant facilities. 
Labor shortages are definitely on the 
horizon and are being anticipated 
by greatly broadened _ training 
schedules. 

In addition to fears of a car 
shortage through shrunken produc- 
tion, heavy retail purchases have 
been based on expectation of pos- 
sibly higher prices (inflation hedge 
thought prevails widely) and the 
view that new models for the next 
season would be little changed from 
the current models. Cancellation of 
the automobile show this year has 
strengthened the last-mentioned 
conviction. Accordingly, in spite of 
the potential advance in national 
income this year to a new summit, 
the present rate of increase in auto- 
motive retail sales is unlikely to 
continue so large much longer. Re- 
gardless of the retail trend, however, 
stocks will be built up as rapidly 
as possible, with an objective of at 
least 600,000 units, or considerably 
more than the generally accepted 
maximum level of 500,000 units. 
At the same time, used car stocks 
will continue to mount, probably to 
more than the current very high 
figure around 700,000 units, but 
dealers are more willing to carry 
these stocks on the prospect of cur- 
tailment of new car output. 

Defense program activity, mean- 
while, will be getting out of the con- 
struction stage before long. Huge 
orders for various armaments and 
munitions are piling up on the books 
of the industry, with the total al- 
ready well in excess of $1,500,000,- 
000 and much more to come. Gen- 
eral Motors alone has war orders 
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Position of Leading Automobile Stocks 































































































*—Recommended for cyclical appreciation. 


Earned per Share Divs. Paid Tax Market 

Company 1939 1940E 1940 Rating Rating COMMENT ra 
So ere $8.48 A$8.69 $5.50 ul B-1 Tax vulnerability heavy but div. geospect ti is fair. 
Ford of Can.“A".. 1.82 ecco _ _ "= C-2 ~~ Canadian war y makes divs. uncertain. 
Ford, Ltd... 6.93% _.... 0.14 ii = =D-2 Sharply higher taxes obscure earns. and divs. 
+General Motors... 4.04 A4.32 3.75 iT} A-1 Liberal divs. likely despite relative tax vul- 

ae ee exe x. sae eee nerability. 
Graham-Paige..... dO.47 ww. Ss. _ Mt E-2 Marginal make divs. valikely. 
Hudson. . .... 0.86 ais im D-2 Divs. must await iderably i ings 
Hupp Motors..... d0.74 a . WH —D-2 Earnings still marginal; dividend outlook drab. 
tMack Trucks. . 1.14 3.00 1.50 1 C-1 Heavy volume ahead points to higher earnings 
a gs _ ae and dividends. 
Nash-Kelvinator. d0.37s A0.35s wane ul C-2 Favorable financial condition may permit small 
ote eee Ba 6 dividends this year. 
Packard... 0.04 0.10 " C-2 Large working capital needs may postpone 
caaeeeay oes ze = dividend action. 
Reo Motors....... 0.93 aaaeis TH D-2 Marginal operations preclude early dividends. 
Studebaker....... 1.31 1.10 sie ul Cc-2 perm dividend not imminent; prior bond inter- 
Re ee, ee eee ee a ee eee est large. a 
*White Motor..... 0.17 2.75 ! C-1 ood financial condition an gs would 

tat A permit small initial dividend. 

Willys-Overland. d0.98s Ad0.50s _... __ _———D-2 _ Meager earnings preclude dividend cayments._ 
+Yellow Truck “"B". 0.76 1.50 1.121 i] C-1 Favorable earnings outlook points to increased 

; dividend disbursements. 

%—Based on £1 par value. d—Deficit. E—Estimated. s—Year ends September. A—Actual. 


{—Recommended for income and appreciation. 





of more than $400,000,000. Obvi- 
ously, it is scarcely possible for the 
industry under these circumstances 
to fulfill its scheduled role in arma- 
ment without considerable cutting 
of normal automobile output. Thus, 
in spite of the good production start 
this year, it is possible that aggregate 
factory turnout may be _ smaller 
than in 1940. Nevertheless, with 
munitions included, the sales volume 
of the industry this year (including 
the well situated and armament- 
stimulated truck end of the busi- 
ness) is likely to surpass the 1940 
volume by large totals. 

Profit margins, however, are likely 
to be reduced substantially in a 
number of ways, including disturb- 
ances to labor supply by the defense 
program and generally higher labor 
costs, increased materials costs, 
complexities of partial changeover 
to armament production and defi- 
nitely larger taxes. The leading 
companies already are adversely af- 
fected by the excess profits tax, and 
there is no doubt that the 1941 
excess profits tax will be more severe 
than that of 1940. In these cases the 
average earnings basis of computing 
excess profits taxes is more advan- 
tageous; result, therefore, would be 
additionally adverse if excess profits 
taxation should be confined to the 
invested capital base. As far as 
can be gauged currently, however, 
another year of large earnings ap- 
pears in store, with the dividend 
outlook generally bright. 


Following a year of earnings 
averaging about 25% over those 
of 1939, auto accessory companies 
are in many cases doing a record- 
breaking business this year. Be- 
sides large demand for new car pro- 
duction, requirements have been 
running heavy for used car replace- 
ments, reflecting exceptionally high 
used car sales. The armament pro- 
gram, of course, is a big new stimu- 
lant in the picture. Facilities of auto 
accessory manufacturers are much 
more quickly adjustable to defense 
program needs than are those of the 
automobile industry proper. Ship- 
ments for the defense program, ac- 
cordingly, already have been great, 
though they are only a small fraction 
of the full program requirements. 

Labor problems have penetrated 
to the parts companies, too. Acute 
shortage of skilled workers and key 
executives, in fact, has prevented 
some companies from undertaking 
necessary expansion to assume de- 
fense contracts. Peculiarly enough, 
some companies in the auto acces- 
sory industry may have compara- 
tively an unfavorable year. This 
is so because in a number of i 
stances there is virtually complete 
dependence on automotive com- 
panies, which implies a costly lapse 
between the time auto business 
declines and compensatory arma- 
ment work is turned out. 

For the most part, however, total 
sales, including defense shipments, 
will run sharply above those of 1940. 
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Some of the parts companies will 
supply bearings, valves, transmis- 
sions, forgings and similar parts for 
airplanes, tanks and trucks for our 
growing military machine; some will 
make shells, machine guns, range 
finders and related articles for the 
Army and Navy, and some will make 
tail, wing and fuselage parts for 
planes. While sales prospects for 


this year are thus extraordinarily 
good, the actual profit outlook is 
much less so. There is a particular 
suitability of some companies for 
benefits from the arms program, but 


many organizations will find the 
operation shift to armament expen- 
sive and temporarily harmful to 
profit margins. Higher excess profits 
taxes are likely to be the rule gen- 





Position of Leading Auto Accessory and Tire Stocks 










































































































































































Earned Per Share Divs. Paid Tax Market 
Company 1939 1940E 1940 Rating Rating COMMENT 
American Bosch... $0.14 $1.00 | D-2 Good earnings may permit a small dividend pay- 
ment in 1941. 
Bendix Aviation... 2.14 A4.42 $2.50 I B-1 Maintenance of the 1940 rate likely this year. 
tBohn Aluminum... 2.15 4.00 1.50 I B-1 Small increase in dividends appears in prospect. 
Borg-Warner. ..... 2.43 2.50 1.50 ul C-2 Ceaded prospect indicates little change from 
Bower Rolling Brg... 3.23 7 ‘275° “7 3.00 il C-1 —_ Earnings will probably support present div. rate. 
tBriggs Mfg....... 1.09 3.25 2.25 I C-1 Maintenance of 1940 rate or small increase like- 
ly this year. f 
Briggs & Stratton... 3.18 3.50 3.25 li c-2 oe. ant earnings prospects little ch d from 
Budd Mfg......... d0.12 0.75 ret ul D-1 Large pfd. arrears obstruct early com. payments. 
Budd Wheel...... 0.66 0.85 0.20 ul D-2 Slightly larger divs. than in 1940 possible this 
year. 
tCampbell Wyant.. 0.93 2.00 1.15 ! C-1 Small increase over 1940 div. rate is in prospect. 
tClark Equip...... 4.43 5.50 3.25 I C-2 Despite tax vulnerability, slightly larger dividend 
probable this year. 
Cleveland Graphite. 5.42 4.00 2.00 ul C-2 Dividend prospect is approximately static. 
Collins & Aikman.. 1.71F  A4.16F — 2.75 i] C-2 Liberal dividends likely to continue this year. 
Eaton Mfg........ 3.85 4.00 3.00 ul C-2 Further eamings imp ent y to in- 
sure 1940 rate. 
Electric Auto-Lite.. 4.72 4.75 3.00 |] C-2 Div. may be maintained despite heavy excess 
profits taxes. 
Elec. Storage Batt.. 2.01 3.00 2.00 ul C-2 Earnings prospect favors dividend continuation. 
tFirestone Tire &R. 2.030 A3.030 1.25 i C-2 Small advance in divs. over 1940 likely this year. 
General Tire. ..... 3.77n A0O.85n 0.50 iT C-2 peed pay slightly larger div. this year than in 
Goodrich, B. F..... 3.50 A3.10 0.50 iT C-2 Maintenance of 1940 rate or small rise is in 
prospect. 
Goodyear T. & R. 3.20 A3.44 1.25 ul C-2 Div. outlook favorable despite decline. 
Houdaille-Hershey Prospects favor approximate maintenance of 
ic ea 2.00 1.50 ul C-2 dividends at 1940 rate, 
Kelsey-Hayes “B". 1.33 2.00 il Cc-2 eg class ‘‘A" stock obviate payments on 
ae] / re class ‘B."* 
Lee Rubber & Tire. 5.460 A3.660 2.25 ul C-2 - ponnaag around the 1940 rate in prospect for 
- art) ween ae this year. 
Midland Steel Prod. 5.79 5.75 5.50 ul C-2 Earnings improvement needed to insure 1940 
dividend rate. 
Motor Prods. ..... 41.19 ee | ll C-2 Outlook for dividends is approximately static. 
Motor Wheel..... 2.18 *1.70 1.60 il C-2 No getestes div. change from 1940 is antici- 
pated, 
Murray Corp... ... NF A0.90Ag 0.25 iT C-2 gpa larger divs. than in 1940 are expected 
Ss this year. 
Raybestos-Manhat.. 2.54 2.75 1.50 il C-2 Current dividend likely to be maintained. 
Reynolds Spring... 0.92 *1.76 ll C-1 Small dividend may be idered this year. 
tSpicer Mfg....... 4.49Ag A6.36Ag 2.50 ! C-1 Maintenance of last year's dividend rate or small 
increase in prospect. 
Stewart-Warner.... 0.45 1.10 0.50 ul C-2 Improved earnings would support slightly larger 
dividends. 
tThompson Prods.. 3.90 5.00 1.75 1 C-1 ies eetinal favors larger 1941 dividends than 
in i 
Timken-Det. Axle.. 2.62 A3.695 3.25 I C-1 Little change from 1940 divs. looked for this 
year. 
Timken Rol. Bear... 3.02 3.50 3.50 i] B-2 Liberal divs. near 1940 rate are anticipated 
U.S. Rubber... ... 3.18 A3.58 ul C-2 Div. possibilities speculative in view of poten- 
tial Far-East troubles, 
TYoung, LLA..... 0.51 1.75 0.50 i C-1 = Increased divs. over the 1940 rate appear likely 
this year. 

A—Actual. Ag—Year ends August, d—Deficit. E—Estimated. o—Year ends October. n—Year 
ends November. mos. actual earnings. J—12 months ended June 30, 1940. F—12,months ended 
Feb. 28. {—R ded fori and appreciati 
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ness to bring earnings and dividends | 
of some companies above the 1940 | 
level. 

Tire shipments by manufacturers 
in 1940 were the largest since 1929, 
though only slightly above 1939, 
when they aggregated 57,508,775 
units. Crude rubber use last year 
topped all preceding records, reflect- 
ing expanding consumption of rubber 
products. Current tire business, as 
in other divisions of the automotive 
industry, is at an all-time high, with 
other departments of the rubber 
companies likewise doing an excep- 
tionally good business. Letdown in 
tire output, however, looks definite; 
auto curtailment to make room for 
defense output is likely to entail 
substantially reduced demand from 
this quarter. Replacement demand 
for cars now in use, however, is 
likely to be unusually large, as indi- 
cated from the facts that gasoline 
consumption (showing how exten- 
sively cars are run) was up over 
5% last year and national income 
this year is rising rapidly. In periods 
of high national income, replace- 
ments are greater and quicker. 

Considering the likely _ better 
replacement demand, as well as 
increased business for the rubber 
companies as a result of defense pro- 
gram needs, including airplane and 
truck casings, rubber blocks for 
tank treads, rubber gas mask parts 
and rubber clothing, it is possible 
that aggregate 1941 business may 
exceed that of 1940. The raw ma- 
terial problem, meanwhile, fades as 
stock piles, both of private com- 
panies and the Government, grow 
larger. Not only are current and 
prospective imports heavy, but 
synthetic rubber output is rising, 
with likelihood of the rate increasing 
sharply. Goodyear, du Pont, Fire- 
stone and other rubber and chemical 
companies are constructing synthetic 
rubber plants which will jump the 
ultimate output. 

The general price structure 
throughout the tire industry im- 
proved in the latter part of 1940, per- 
mitting an increase over the relative- 
ly poor profit margins earlier in the 
year. Though overall costs and taxes 
of the industry will be larger this 
year than in 1940, there is a good 
possibility that earnings and divi- 
dends will improve. 
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erally in 1941, but enough stimulus F 
should result from larger gross busi- | 
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Chemicals 


—— its basic long term 
growth, the chemical industry in 
1940 operated at an all-time record. 
Total business last year, in fact, far 
exceeded the industry’s volume in 
the boom year 1929 and was at least 
10% ahead of its aggregate in the 
previous record year, 1937. Such an 
achievement tops that of any other 
major industry in the country, par- 
ticularly when it is considered that 
the gain is part of a steady upward 
trend and is not due primarily to 
unusual _ conditions. Singularly 
enough, only a small portion of the 
chemical production during the 
year went into munitions. The 
country’s big munitions plants are 
mostly still being built, and while 
other production of goods for de- 
fense has stimulated chemical 
activity, most of the production 
went into naturally expanding peace 
time uses, new products and new 
industries created by research. 

For the next several months, at 
least, chemical consumption may 
run about 15% ahead of the 1940 
rate, and the full year outlook points 
to attainment of another record in 
volume. The slightly higher aver- 
age level of prices will be a contrib- 
utor to improved sales records, also. 
With regard to profits the industry 
is less fortunately situated; excess 
profits taxes affect virtually all 
companies in varying degree, and 
increases in this tax category as well 
as in other taxes and in charges for 
depreciation, maintenance,  etc., 
promise to absorb the greater 
sales for most organizations in the 
industry. Nevertheless, with finan- 
cial conditions generally strong and 
actual net income still likely to be 
high, dividend policies will be liberal. 


Motion Pietures 


= the elimination by the 
war of the European Continental 
market, motion picture companies 
as a whole enjoyed a materially 
better year in 1940 than in 1939. 
Moreover, with prospective high 
national income this year, the in- 
dustry is looking forward to a 1941 
attendance level equal to, or exceed- 
ing, the record of 4,400,000,000 
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Company 1939 1940E 1940 Rating Rating COMMENT 
tAir Reduction.... $1.98 $2.50 $1.75 1 A-1 otetenmnes of divs. around 1940 rate likely 
_ this year. 
Allied Chemical & Dividend prospects indicate little change from 
raat. 9.50 11.00 8.00 1 A-1_ 1940. 
Am. Agric. Chem.. 1.22) Ai.455 1.20 C-2 Earnings likely to support current div. rate. 
Am. Cyanamid “B" 2.07 2.25 2.10 iT | B-1 Div. prospect about unchanged, despite high 
== 2 profits tax 

Atlas Powder. .... 3.82 _ AS. 71 - 25 ! B-1 Uptrend of profits points to div. maintenance. 

Columbian Carbon. 5.32 6.00 _ 4.60 ! B-1 Only minor changes from last year's rate likely. 

Comm'l Solvents... 0.61 0.90 0.25 ! C-1 Small increase over 1940 payments likely this 
year. 

Dow Chemical. 3.76My A6.65My 3.00 il A-1 Fagen of heavy excess profits tax, dividend may 

‘tdu Pont de Nem.. 7 7.70 A7.23 aive 7.00 7 4 At Though earnings are close to dividend line, 
little change likely. 

Freeport Sulphur... 2.76 A3.81 2.00 iI “ B-4 No change in div. from 1940 rate anticipated. 

tHercules Powder.. 3.65 A4.01 2.85 i A-1 Continuation of current div. or small increase 

: ee ene nal tet ee possible. 

Heyden Chemical. 5.99 5.50 3.00 il B-1 Though vulnerable to excess profits taxes, may 
maintain dividend rate. 

Int'l Agricultural... d1.32j Ad1.57j ie Ww D-2 Heavy arrearages on pfd. obviate common div. 

eh De ED, aA Oa Ree payments. 

Mathieson Alkali.. 1.12 A1.72 1.50 L C-1 Substantial changes unlikely in this year's divs. 

Monsanto Chem... 4.01 3.50 3.00 il A-1 Vulnerability to excess profits tax will obstruct 

ee high dividends, 
Newport Industries. 0.66 _ 060 0.30 ~=6ll C-2 Earnings will probably support present dividend. 
Tex. Gulf Sulphur.. 2.04 2.75 2.50 i B-1 Further earnings improvement needed to assure 
as pil Ae : 1940 dividend rate. 
TUnion Carbide.... 3.86 ‘5. 00 2.30 1 A-1 Considering f. bi ings prospect, current 
: at, dividend rate safe. 

United Carbon..... 3.82 4.00 3.00 i B-1 Dividends probably will be maintained, but 

Sg nA ar AR 2. cr TC tits i taxes are restricting. 

United Dyewood. do. i CRO Re C-1 _ Pfd. arrears stand in way of resuming com. divs. 

U.S.Ind. Alcohol. 0.20 ——1.00s-6_—. 1 C-1 Payment of a small dividend possible this year. 

Victor Chem. Wks 1.59 1.65 1.40 I C-1 Approximately similar dividends as in 1940 are 

se ee Re oe ee es REE tin TA oe ___in prospect. 

Westvaco Chlorine 2.91 2.90 1.85 ul C-2 Despite tax vulnerability, little dividend change 
_from 1940 expected. 

“iio ~— aan She~ Sane aeeni in a yyary d Deficit. E—Estimated. s-6—Six months 


ended Sept. 


j—Recommended for income and appreciation. 
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Company 1939 1940E 1940 Rating Rating COMMENT 
Columbia Pictures. . d$0.565 ASO. 83) ae ul D-2 Better earnings soem prospects for small 
fee IEG AES ia ividen 
Consolidated Film.. d0.33 wade ace TT] E-3 Substantial ov on pfd. obstruct payments on 
¥Loew’s, Inc........ 5.37Ag A4.82Ag $3.00 I C-2 Liberal div. policy likely with financial condi- 
tion good and outlook fair. 
{Paramount..... . 1.08 2.63 0.45 ul C-1 Strong improvement in earings points to large’ 
= hai dividends this year. 
Radio-Keith Orph.. d oer eel D-2 Marginal operations obviate early div. payments. 
Technicolor....... 1.08 0.75 it C-3 Last quarterly payment omitted; resumption 
sets ret A el tle speculative. 
20th Cent. Fox.... 1.58 Bass cees Ww C-3 Eemnings slump makes early div. payments un- 
poe ikely. 
Warner Bros....... 0.36Ag A0.63Ag ul D-2 Large preferred arrearages stand in way of com. 
div. payments. 
a-de d- Deficit. Ag —Year ani Armes, j Year ute June. E--Estimated. *—Recom- 
mended for i t- nded for income and appreciation. 
admissions of 1937. Potential rise sibly higher labor costs. Slightly 


in attendance here, in fact, should 
offset with ease any possible further 
declines in demand from European 
markets. The general tendency in 
the industry, however, will be toward 
lower profit margins, reflecting higher 
taxes and materials costs and pos- 


higher aggregate dividends this year 
are likely, nevertheless, because 
total net income may be a little 
larger than in 1940, while the in- 
dustry’s cash position currently is 
better than at any time in its past 
history. 
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Taxes Will Restrict 


Merchandising Profits 


Mail Order and Variety Chains 


In Best Relative Position 


= of many companies in 
the merchandising field reached new 
high records in 1940, with the aver- 
age showing better than a 10% rise 
over 1939. The improvement re- 
flected the rise in national income 
last year to $74,300,000,000 (pre- 
liminary figure), which was the 
largest such total for any year since 
1930 and 6% above the aggregate 
of $70,100,000,000 for 1939. Last 
year’s national income was 10% 
below the high of $82,068,000,000 in 
1929; owing to lower prices and 
living costs, however, the purchasing 
power of the 1940 income exceeded 
that of 1929. On a per capita basis, 
in fact, it was only moderately below 
that of 1929, even after allowance 
for the growth in population for the 
last eleven years. 

Highly significant with regard to 
retail sales prospects is the fact that 
national income payments now are 
believed to be running about at the 
1929 level. Secretary of Commerce 


$90 


Jesse H. Jones recently pointed out 
that at the 1940 year end, income 
was being disbursed to consumers at 
an annual rate approximating $78,- 
000,000,000. As a consequence of 
the nation’s defense program, pay 
rolls in the durable goods industries 
and in the executive and military 
branches of the Federal Government 
were continuing the rapid advance 
that began last May. Even the 
earnings of employes in the indus- 
tries supplying commodities and 
services to consumers were begin- 
ning to reflect the rise in consumer 
income. 

As a rule, there is some time lag 
between an increase in income paid 
out and the consequent rise in retail 
sales. Particularly does this apply 
to sales of higher-priced consumers 
goods, since many people like to feel 
secure before making commitments. 
Accordingly, the longer the period 
of rising national income, the more 
intense will be its stimulating effect 


on retail sales. Noteworthy is the 
fact that should retail commodity 
prices rise, the physical volume of 
general business would be held down 
after a while, but for the time being 
the initial result would more likely 
be a forward spurt in anticipatory 
buying by consumers. 

Merchandisers generally are opti- 
mistic over the prospect, and it seems 
reasonable to expect a rise of perhaps 
5% to 10% in first half retail sales 
over those of the corresponding 
period of 1940. One matter of con- 
siderable concern at present, how- 
ever, is prices. An orderly price 
structure has been the broad aim, 
and to date this has been quite 
successfully achieved through volun- 
tary cooperation between manufac- 
turer and retailer. Whether or not 
this situation can continue, however, 
is dubious. As the armament pro- 
gram cuts into production of some 
consumers goods (more particularly 
durable consumers’ goods), the 
supply may grow smaller as_ the 
demand grows larger, in reflection of 
increases in civilian buying power 
and the needs of the Army and 
Navy. 

With a sellers’ market thus shaping 
up, it is difficult to visualize price 
stagnation; rather it is likely that 
advances will creep in, and if these 
should become outstanding, Govern- 
ment price regulation would be a 
virtual certainty. Evidently, the 
efforts of merchandisers to restrain 
price advances will be unfavorable 
to profit margin, which, in any event, 
will be held down by higher over- 
head and taxes. Another adverse 
viewpoint may be taken on _ the 
potential action by the Government. 
as rumored in Washington, to dis- 
courage consumer buying as a de- 
fense measure. One of the plans 
reported under discussion would 
entail liquidation of consumer credit 
receivables and sharply tighten terms 
on new credit business. 

All things considered, however, 
there can be little doubt that an 
aggregate volume boom is in the 
making. The improvement will by 
no means be confined to industrial 
areas. Defense projects in various 
regions will absorb a certain amount 
of agricultural workers. Many of 
these already are working in indus- 
trial sections and sending portions 
of their earnings to their families on 
the farm. Of course, defense expen- 


THE MAGAZINE OF WALL STREET 








is the 


modity 
ume of 
d down 
e being 
> likely 
ipatory 


e opti- 
t seems 
erhaps 
il sales 
onding 
of con- 

how- 
- price 
d aim, 

quite 
volun- 
nufac- 
or not 
wever, 
it pro- 
' some 
cularly 
, the 
is the 
tion of 
power 
y and 


laping 
| price 
y that 
these 
overn- 
be a 
7, the 
strain 
orable 
event, 
over- 
Iverse 
n the 
ment, 
0 dis- 

de- 
plans 
would 
credit 
terms 


veverl, 
at an 
n the 
ill by 
istrial 
rious 
nount 
ny of 
ndus- 
rtions 
ies on 
xpen- 


‘REET 





ditures and contract awards have 
increased purchasing power in some 
areas to a greater extent than in 
others, but better distribution is 
assured as subcontracting of defense 
orders broadens. 

In spite of the excellent 1941 sales 
outlook, there is considerable ques- 
tion as to net income materially 
exceeding that of 1940. Tax in- 
creases, price considerations, priori- 
ties resulting in difficulty of obtaining 
goods and prospective higher labor 
costs deaden the profit outlook. 
Although by and large the industry 
was not heavily hit by excess profits 
taxes last year, the tax is likely to 
be more severe this year; in fact, 
should the Administration decide to 
restrict excess profits taxation to the 
invested capital base, profits of many 
merchandising companies would be 
cut sharply, since their advantage 
lies in the average earnings option. 

Basic growth in the mail order 
firms was maintained last year, with 
the country’s two leading mail 
order and retail merchandising com- 
panies (Sears Roebuck and Mont- 
gomery Ward) grossing for the fiscal 
year ended January 31, 1941, a com- 
bined total around $1,275,000,000, 
compared with $1,158,880,792 in the 
preceding fiscal year. Larger indus- 
trial payrolls, higher farm income 
and an expansion in the number and 
size of retail stores operated formed 
the favorable background for a good 
record last fiscal year. Increased 
taxes and operating costs monopol- 
ized the entire improvement in 
general business, with the result that 
net income throughout this industry 
actually was smaller than in the 
preceding fiscal year. The current 
fiscal year promises in large degree 
to be a repetition of the past fiscal 
year: new high volume, with greater 
costs and taxes consuming all or 
virtually all the improvement in 
gross. As matters now stand, this 
division may maintain dividends 
around the 1940 level, though this is 
contingent on the form of excess 
profits taxes. Both Sears and Mont- 
gomery Ward, for example, have 
relatively low invested capital bases, 
and confinement of the tax to this 
base would undoubtedly necessitate 
dividend reduction. 

Department and variety stores 
also had a tremendous volume year 
in 1940, with the Christmas season 
the best since 1929. For the current 
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year another new high sales record 
is in prospect; the 1929 showing, in 
fact, may be exceeded. Good 
perspective on momentum of the 
rise may be obtained from the Fed- 
eral Reserve Board index (seasonally 
adjusted) of department store sales, 
which after averaging 92 in the first 
ten months of 1940, rose to an aver- 
age above 100 in November and 
December, a gain of 7% over the 
index for the corresponding final 
months of 1939. In more recent 
months, we estimate, the relative 
improvement has been even greater, 
and as national income is scheduled 
to advance steadily, there are pros- 
pects of further comparative better- 


ment. Government economists are 
now revising their estimates of na- 
tional income, because of the increas- 
ing magnitude of defense work and 
the aid-to-Britain program. It is 
estimated now that the 1942 fiscal 
year may withness a $90,000,000,000 
national income, a new high by a 
wide margin. Increased taxes and 
costs will be heavily absorptive in 
this division of merchandising, too, 
but barring extreme tax changes, the 
earnings and dividend prospects are 
favorable. 

Grocery chains’ excellent 1940 
sales finally boiled down to a net 
income generally below that of 1939, 

(Please turn to page 622) 





Position of Leading Merchandising Stocks 









































Gecned nae Share Divs. Paid c= Market 
_ Company 1939 1940E 1940 Rating Rating ___ COMMENT _ = 
Allied Stores..... $1.26J $1.50) _—i«t«. . ul C-2 _Div. resumption uncertain despite larger earnings. 
American Stores. 0.89 1.00 $0.75 il C-2 Dividend outlook is tely static. 
Armold Constable. 1.283 1.303 0.75 il C-2 Little change anticipated in 1941 dividends 
from those of 1940. 
Assoc. Dry Goods 1.363 2.00) ul C-2 Preferred arrearages obstruct dividend resump- 
a : sone sts i ___tion on common. 
“Best & Co... 3.42) 3.753 1.85 HL C-2 Divs. about equal to those of 1940 expected 
eae eee eee oP ee eee __ this year. ‘ 7 
Davega Stores d0.26M A0.23M 0.25 Wt D-2 Bate payments around the 1940 rate likely 
in 




























































































J- Ficcal year 7 ends following iene: 
Estimated. *Recommended for income. 




















M— Fieaal year aan Stanek. 








Feder. Dept. Stores. 3.103 3.25) 1.25 4x5 C-2 ~ Relatively high earnings favor small dividend 
increase. eee 
First Nat'l Stores 3.38M A3.34M 2.50 #4x®#i C-2 Income likely to support the current div. rate. 
Gimbel Bros...... 0.233 1.25J ‘ ul Cc-2 oe trend favors consideration of small initia! 
ividen 
Grant, W.T...... 2.923 3.00J “1.90 il C-2 Current div. rate likely to continue for time be- 
at _ing pina ises 
*Green, H. L...... 3.513 3.553 2.50 u C-2 Little change in dividend from last year's rate 
2 bh Gee __ likely. ee: 
Interstate Dept. St.. 0.55J 1.153 0.15 il C-2 Earnings prospect favors slightly larger pay- 
Bip hited 581d ta tae ork ia ree ott ny ___ ments this year. aR A ne 
*Jewel Tea woe ee A2.82 2.40 ul B-2 mcg about unchanged from 1940 likely 
er ee ee ioe ee ee ee aoe 
Kresge, 5.5....... 41:90 4.90 1.35 il C-2 _Little change in divs. likely from the 1940 rate. 
“Kress, S. H. 1.93 A2.08 1.60 ul C-2 Prospect is for 1941 dividend disbursements 
. e around 1940 totals. _ sec 
Kroger Grocery... 3.02 A2.51 2.00 il C-2 No particular change from 1940 payments ex- 
ee Ss pected this year. its 
Lerner Stores 3.485 3.503 2.00 il C-2 Dividend maintenance or small increase in pros- 
a, GRO ee ee ae pect for 1941. a Bae 
Macy, R. H. 2.363 2.50) 2.00 ul C-2 Dividends probably secure but taxes will re- 
strict net. ues = 
Marshall Field... 1.92 — 2.25 ~ 1.30 & es Pp dividend change from 1940 rate likely 
aes ae i ON Os a Rane 
*May Dept. Stores 3.583 4.003 3.00 ll B-2 Earnings outlook favors an approximate con- 
* rE oS ae ________tinuation at 1940 rate. 
McCrory Stores. . 1.95 A2.05 1.25 "i Cc-2 creme for 1941 points to unchanged dividends 
, er eee ae ____ from last year. 
Melville Shoe 2.91 2.75 2.25 ul C-2 Dividend ly -ea or small decrease in 
Sees ee a Ae ie prospect for 1941 
Montgomery Ward. 4.913 4.003 2.75 __ ee __B-2 Small cut or unchanged div. rate likely this year. 
*Murphy,G.C.... 6.47 A658 4.00 If B-2 _Disburs ts this year aa =e same as in n 1940. 
National Tea. . d¢e.72 0.50 : “IE C-2 ~~ ~Pfd. arrears obstruct ption of 
eS ss _ common dividends. o 
‘Newberry, Bi: Ae __5. 50 __ 2.40 Ih C-2 __ Maintenance or increase in divs. likely this year. 
Penney, J.C...... 6.48 6.00 5.00 ul A-2 Some earings improvement needed to insure 
Wee eee en — current rate. Seas 
Reliable Stores. . . 1.18 1.50 0.50 ul C-2 Small dividend increase over 1940 rate pos- 
Mek, ane eb ee eck sible this year. rele 
Safeway Stores 6.61 4.75 3.50 iT] C-2 ee nennes of divs. or small cut likely in 
1 - 
*SearsRoebuck.... 6.60) 6.25) 4.25 Il  B-2 Divs. about unchanged from 1940 are in pros- 
ee, ee are Sey: Matta spect this year. wre 
Shattuck, F.G..... 0.45 0.25 0.40 Wi C-3 Unimpressive earnings may necessitate dividend 
pe ery et eee ee reduction. 
Spiegel, Inc....... 1.02 A1.05 0.60 tL C-3 Relatively small margin of safety makes full div- 
sie PE ee On eres ey ee a idends at 1940 ratz uncertain. 
Woolworth....... 3.02 A2.48 2.40 ul B-2 Large investments abroad and lower earnings 


may neces:itat: small civ. reduction 
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Courtesy Douglas Aircraft 


The Boom in Aviation 


Earnings Will Probably Be 
Higher Despite Increased Taxes 


Bis the stimulus of insatiable 
domestic and foreign demand, pro- 
duction of airplanes, engines and 
propellers last year was almost two 
and a half times that of 1939. Value 
of 1940 production approximated 
$545,000,000, compared with $225,- 
000,000 in 1939, and _ including 
accessories the total ran to $625,000,- 
000. Earnings generally were larger 
last year, although expansion, higher 
overhead and broadly outstanding 
vulnerability to excess profits taxes 
were keenly restrictive. Though 
last year’s output was large, it is 
minor compared to what is still to 
come. Backlogs, as a matter of fact, 
have ascended to such enormous 
figures that they have virtually 
ceased to be significant, except as to 
tacking on theoretically a few more 
years of capacity production for the 
industry. 

The current backlog of the indus- 
try approximates $4,000,000,000, 
including foreign orders of around 
$1,000,000,000, but there is an addi- 
tional $2,000,000,000 potential for the 
British and an immediate $1,000,- 
000,000 more for this country coming 
up as only initial orders from the new 


large scale bomber program. With 
this prospect, expansion, naturally, 
has the full speed ahead signal. The 
industry, despite its great additions 
to capacity last year, has completed 
only 30% of the enlargements re- 
quired to meet the production objec- 
tive of 33,000 planes by July 1, 1942. 
Last year about $85,000,000 was 
spent by the trade for new plant, 
resulting in a doubling of floor space, 
and already this year contracts have 
been let in amounts trebling the 1940 
outlays. Relief from the engine 
bottleneck has not yet been obtained, 
even though engine plants expanded 
to 5,272,479 square feet from 2,210,- 
730 square feet during the past year 
and are still going strong toward 
the goal of 9,700,958 square feet. 

As new facilities come into opera- 
tion, shipments are rising; quicker 
fulfillment of orders, too, is being 
effected through subcontracting, 
which at present is running about 
10% of aggregate orders in the case 
of plane makers and over 35% in the 
instance of engine and _ propeller 
makers. This policy will be greatly 
accentuated in the future, particu- 
larly as tooling in automotive plants 


tor the purpose of assisting the air- 
craft plants proper gets further along. 
Many automotive manufacturers are 
building special facilities for supple- 
mentary aircraft work, while several 
of the auto accessory manufacturers 
are converting portions of their 
facilities to a basis for producing 
aircraft parts, in the quite certain 
expectation that priorities for air- 
planes will shunt automotive output 
to a considerably less prominent 
position than it has been able to 
enjoy in the past. 

Current deliveries of planes, en- 
gines and parts very likely are 
averaging over $85,000,000 monthly, 
compared with $57,000,000 a few 
months ago and not much over 
$30,000,000 a year ago. The rate 
of improvement not only should 
continue, but it may well be intensi- 
fied; by the latter part of this year 
shipments quite probably will still 
be running more than double the 
rate of the corresponding period of 
the year before. Thus, despite the 
full-tilt operations of the industry 
in 1940, it appears that this year’s 
output will be at least twice that of 
last year. Exports, under all-out 
aid to Britain, would advance sub- 
stantially further, again dependent 
solely on how speedily our plants 
can turn out the planes. 

The profit outlook for aircraft 
companies does not present so bright 
a picture. As deliveries to our 
Government advance in proportion 
to the total, the profit margin will 
decline, since the margin on foreign 
business is much larger than on 
domestic business. Margins on 
U.S. business range from 5% to 12% 
actually, whereas on export orders 
such margins run closer to 20%. The 
somewhat more profitable commer- 
cial work will be turned out in 
smaller ratio, too, since military 
planes have first call under existing 
agreement. With regard to lend- 
lease aid to Britain, iit appears that 
this would be cleared through our 
Government, which would place the 
orders here for Britain—quite likely 
on the same narrow-profit-margin 
terms as other domestic business. 
The fact that final assemblies in a big 
part of plane output this year will 
be in new plants being built with 
Government funds and operated on 
a fixed fee basis by leading aircraft 
companies, likewise is an indicator 
of comparatively small profit margin. 
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Higher material and labor costs 
may not be as heavily restrictive 
factors as in some other industries, 
in that the industry generally sees 
to it that protective clauses are 
obtained with all contracts. Result 
is that advances in labor costs are 
added to price of the planes on deliv- 
ery. One minor catch here, however, 
is that such clauses are based on 
labor wage averages published by 
the Department of Labor, and not on 
the real wages paid at the plant. 
Material cost advances, too, are 
covered, through virtually immediate 
protection on firm reception of the 
contract. Major detracting con- 
siderations, therefore (aside from 
the possibility of the Government 
making a full emergency absorption 
of the entire industry) , are adequacy 
of labor supply and taxes. Uncon- 
tested right of way for the industry 
will permit “drafting” or labor from 
other industries, and though discon- 
certing this procedure will be much 
in evidence in 1941. 

Taxes weigh heavily on the indus- 
try’s future. Airplane manufac- 
turers could easily take in stride any 
normal type of advance in regular 
Federal income taxes; however, 
excess profits taxes may be so 
rearranged as to be based on the 
invested capital of a company en- 
tirely, eliminating the 1940 option 
of basing such taxes on average 
earnings. Since earnings over the 
longer past have been meager for 
the majority of small organizations 
in this industry, they took the in- 
vested capital option for computing 
excess profits tax exemptions last 
year; virtually all the big companies, 
however, chose the average earnings 
option. Thus, restriction of this 
tax to the invested capital basis 
would keenly harm the profit mar- 
gin of such companies as Douglas, 
Lockheed, Martin, North American, 
Sperry and United Aircraft. As far 
as might be judged from current 


indications, however, earnings and 
dividends in the aggregate should 


both show substantial gains over 
those of 1940. 

The domestic air line companies, 
which still have far to go in their 
likely growth periods, had a record- 
breaking year in 1940. Passenger 
miles flown jumped more than 50% 
over the 1939 total, and despite 
higher costs, total earnings were 
sharply above the preceding year’s 
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showing. Position of the industry 
now still is good, in spite of forth- 
coming difficulty in securing equip- 
ment and pilots, due to the necessit- 
ous speeding up of our armament 
program. As a matter of fact, the 
decision of the industry last year 
to turn over planes and motors on 
order to the Government will not 
necessarily have a seriously adverse 
effect on earnings. 

Revenue expansion rate in the 
young and growing air transporta- 
tion industry very likely will be 
decreased, but the situation also will 
call for elimination of competitive 
and expensive moves to obtain more 
elaborate equipment, with the con- 
sequence of a rise in the load factor 
on present equipment. This broad- 
ened and probably complete. usage 
of current equipment should make 
for favorable profit margins in 1941. 
Additional benefits to profit margin 


are likely to accrue, too, from the 
prospective stoppage of route expan- 
sion (which would be purely tem- 


porary, of course); this would re- 
duce development an item 
which has bulked large in expenses 
of the past few years. 

From the viewpoint of excess 
profits taxes, the industry is in a pe- 
culiarly well situated position. This 
is so because of special exemptions 
which exist when net income for any 
year is not greater than the sum of 
air mail revenues and the usual ex- 
emption applicable to other cor- 
porations. 

Accordingly, while the industry, 
along with others, is likely to pay 
larger normal Federal income taxes, 
it may again be exempt from excess 
profits taxes this year. We con- 
sider both the earnings and dividend 
prospect as favorable for this in- 
dustry. 
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Position of Leading Aircraft Stocks 
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1940 Rating Rating 


Company 1939 1940 

‘tAmer. Airlines. ws . $4. 15 $6.00 $4. 00 
Aviation ‘Con... do. 57n 
Beech Aircraft. . do. 25s A0.17s 

“Bell: Aircraft. 7 0.03 A1.14 
thie Aircraft. ~ 0.90 7 
Boeing Aliplene. .. d4.55 0.25 
Brewster Awe... o. 02 2.00 0. 25 
‘Consol. Aircraft ‘ 1. 79 2.00 2.00 
iCurtiss-Wright.... 0.39 1.50 0.50 
tDouglas Aircraft. . «a 81n 16. con ; 5.00 7 
*Eustern Air Lines, 2. +06 2.75 PA 
Grumman Aircraft. 1. 85 1.25 
Irving Air Chute. 3 1. 93 1.25 
tLockhead Aircraft. 4. 04 3.00 ; 1.50 
Martin, Glenn | i. 3.75 3.50 a 2.00... 7 
North Amer. Avia 2.06 1.40 : 1.25 7 
Pan Amer. Airways 1.46 
Sperry Corp. 2.71 3.00 2.00 
‘tink & West. Air d0.23 0.35 

(United Ai Aircraft. . 3.53 5.c0 3.50 
*United Air Lines 0.21 0.80 
Waco Aircraft. . 0.03s 
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B- 1 Larger dividends than in 1940 likely | this year. 

c- 4 Small dividend possible later this year. 

D- 1 Working ce capital needs preclude early dividend 
payment, Rees 

C-1 Initial dividend d likely to to be o peld fi in 1941. -_ 

D-1 Earnings not ‘encesh improved for early div. 
disbursements. bye Se 

C-1 Divs. retarded by small profit margin and work- 
ing capital needs. : 

C-1 Moderate div. payment likely this vear. 

C-1 Div. “disbursements around the 1940 rate likely 
in 

C-1 Increased dividends are in prospect this year. ; 

: B-1 Larger distursements are good likelihood for 

1941, 

B-1 Initial div. payments may be made this year. 

ee Small increase over 1940 div. payments is in 

prospect. 

C-1 Moderate div. increase may te effected in 1941. 

C-1 Earnings prospect favor higher div. didbersements- 

C-1 Div. outlook favorable, despite tax vulnerability. 

C-1 H eavier taxes may cut earnings dividend margin. 

C-1 Near-term dividends obstructed by working 
capital needs. 

C-1 Maintenance of 1940 div. rate, or small improve- 
ment possible this year. 

C-1 Eernings improvement may permit small div. in 
1941, 

B-1 Moderate increase in divs. possible this year. 

C-1 Likely to consider a small div. disbursement. 

D-1 Minor payment may be considered this year. 








n—Fiseal year aan’ November 30. s 
A—-Actual. t- 
tion. 


Fiscal year ended September 30. d— 
Recommended for income and appreciation. 


Deficit. E—Estimated. 
Recommended for cyclical apprecia- 
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Oil Prospect Improving 


Record High Demand Should Make for 


= prices were the chief buga- 
boo of the oil industry last year— 
particularly the subnormal levels 
which prevailed in the latter part of 
the year—with a resultant cut into 
profit margins and a limiting of ag- 
gregate 1940 earnings gains of the 
industry to only 10% to 15% above 
those of 1939. Overproduction and 
heavy surplus inventories are stili 
the rule, and, in spite of the general 
rise in demand, aggregate profits of 
the industry in the current quarter 
probably will not come up to those 
of the first 1940 quarter. With gaso- 
line prices, to take one important 
division of the industry, averaging 
about 1.2 cents a gallon less than 
prices of a year ago, the need for 
reduction of current excessive re- 
finery operation is pressing if the 
industry is to begin the new 1941 
seasonal demand in a healthy posi- 
tion. 

Crude oil is being run through re- 
fineries at a rate which entails the 
further upbuilding of unwieldy gaso- 
line stocks. Noteworthy, for com- 
parative purposes, is the fact that 
the average gasoline yield from 
crude oil of about 43% in the first 
quarter of 1940 was approximately 
the practical minimum in present 
circumstances. However, the ma- 
terial rise in demand for gasoline has 
brightened the picture considerably. 
As a matter of fact, the substan- 
tially improved demand should be 
reflected in a decrease of additions 
to storage, and it is currently esti- 
mated that supplies by next April 1, 
which represents the start of the 
heavy consumption season, may be 
under 100,000,000 barrels, compared 
with 104,000,000 barrels at the simi- 
lar time a year preceding. Demand 
for fuel oil (important in this pic- 
ture, since gasoline cannot be pro- 
duced without producing it), has 
been well maintained, which makes 
for a better balance in this respect 
than at the corresponding time last 
year. 
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Firmer Price Structure 


More lately, cuts in crude output 
and a spurt in gasoline usage have 
improved the situation. It was re- 
cently stated by H. F. Sinclair, 
chairman of the executive commit- 
tee of Consolidated Oil Corp., that 
stocks of crude oil above ground and 
gasoline inventories are not exces- 
sive, in view of the higher demand 
likely in 1941. In connection with 
recommending the level at which 
production be set recently, the Bu- 
reau of Mines forecast an increase 
of as much as 8% in demand for all 
oil products in 1941. The signifi- 
cance of this may be realized in 
the fact that combined oil products 
volume was at a new record in 1940, 
in spite of a diminution in exports 
of about 30%. 

Potential demand considered, it 
seems probable that the decline in 
gasoline prices that developed early 
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in 1940 has approximately run its 
course and that the tendency this 
year will be upward. Record-break- 
ing sales of new cars and the un- 
precedented number of vehicles of 
all sorts on the roads at the present 
time point to support of better 
prices in the current economy of 
rapidly rising public purchasing 
power. The price situations in vari- 
ous sections of the country will differ. 
In the Mid-Continent and on the 
Atlantic Coast, it seems likely that 
prices will average above those of 
1940 during 1941. High Gulf Coast 
shipping rates are a factor justifying 
this expectation. The California 
price structure, however, may not 
hold up quite so well as in Eastern 
areas. 

The record of companies restrict- 
ing their activities to the crude oil 
division of the industry is likely to 
continue less irregular than that of 
the refining and other departments. 
Strict proration, however, will con- 
tinue to hamper this section, with 
potential Federal control also hover- 
ing over it, as is the case for the 
entire industry. Recently, a broad 
anti-trust suit was filed against 22 
leading oil companies, as well as the 
Ethyl Gasoline Corp. and the Amer- 
ican Petroleum Institute. And, then, 
with the important oil-conservation 
thought as a motivating force, the 
Administration is promoting a pro- 
gram which provides for the estab- 
lishment of an oil conservation bu- 
reau run by personnel which would 
investigate and decide if oil and gas 
is being produced wastefully. Super- 
ficially, this appears a_ perfectly 
logical program and it may have its 
sociological merits, but production 
control indirectly is price control 
and many oil industry spokesmen 
feel that success of this program 
would involve a strongly regulatory 
Government office, with broad dis- 
cretionary, legislative and judicial 
powers over the industry. 

One of the brightest spots in the 
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oil industry relates to stimulus from 
the detense program. This is avia- 


tion gasoline, of which Phillips 
Petroleum is the biggest producer. 
Defense officials are now seeking a 
25% expansion in the oil industry’s 
capacity to produce blending agents 
for aviation gasoline. Late this year, 
it is believed, requirements of 100- 
octane aviation gasoline may exceed 
the current capacity of the industry 
to produce the necessary blending 


agents. To eliminate the potential 
bottleneck, negotiations are under 


way for enlargements which would 
cost around $30,000,000. Recently, 
the Army and Navy jointly ordered 
1,000,000 barrels of aviation gaso- 
line, distributing the business among 
12 companies. The program origin- 
ally contemplated storing 7,500,000 
barrels, using $50,000,000 placed for 
that purpose by the R FC. 

The defense program is affecting 
other divisions of the oil industry, 
too. A number of the leading com- 
panies are preparing to manufacture 
essential materials for use in connec- 
tion with armament. Among these 
products are synthetic rubber and 
toluol, with the last mentioned 
essential in TNT composition and 
very hard to obtain during the 
World War. This ingredient is nor- 
mally a product of the coke-manu- 
facturing industry, but as a result of 
experimentation a number of oil 
companies have developed methods 
for producing it synthetically. Hum- 
ble and Shell are among the leaders 
in production of toluol, while Phil- 
lips and Standard Oil of N. J. are 
prominent in production of syn- 
thetic rubber from oil. 

In analyzing the oil industry’s 
earnings prospect, we believe it pos- 
sible that the trend this year may 
run roughly the reverse of that in 
1940. Earnings last year declined 
each quarter from those of the pre- 
ceding quarter, the price structure 
having been originally rather high, 
in reflection of the war jump, which 
anticipated a military demand 
through the world that failed to ma- 
terialize. 

The final quarter of 1940 wit- 
nessed the worst prices, with the 
tendency now gradually pulling up 
from these levels, even though the 
statistical picture is by no means 
bright. For the full year 1941, then, 
it seems reasonable to expect higher 
earnings (and in some _ instances 
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Position of Leading Oil Stocks 
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Company 1939 1940) 1940 Rating Rating COMMENT 
tAmerada........ $1.56 $2.25 $2.00 1 B-1 Earnings prospects favor dividend maintenance. 
tAtlantic Refining.. 1.66 2.50 1.00 ! C-2 Maintenance of 1940 rate or small increase pos- 
sible this year. 

Bamsdall Oil...... 0.76 1.00 0.60 1 C-2 Earnings likely to support present dividend rate. 

Consolidated Oil.. 0.55 0.35 0.72% il D-3 Smaller profits point to reduction in dividend: 

Continental Oil.... 1.35 0.90 1.00 ul C-3 Maintenance of divs. at 1940 rate appears un- 

Creole Petroleum... 1.37 sgh 1.00 “e C-2 Loss of European market makes dividend main- 
tenance speculative. 

Gulf Oil... Peosch en 1.69 2.25 1.25 1 B-2 Favorable earnings trend supports current divi-+ 
dend rate. 

Houston Oil..... 0.43 0.25 ean ul C-2 Lower earnings stand in way of div. resumption. 

Humble Oil..... 3.33 3.75 2.00 1 C-2 Current dividends have good safety margin. 

Int'l, Petroleum. 1.19 1.25 ul C-3 Temporary elimination of some markets jeopar- 

: dizes dividends. 

+Mid-Cont. Petrol. 1.43 1.65 0.80 i C-2 Maintenance of 1940 rate or small increase like- 
ly this year. 

Ohio Oil... d0.10 1.00 0.45 1 C-2 Slightly larger divs. | than in 1940 appear in pros- 
pect. 

Panhandle P. & R. 0.01 =a Ae = il D-2 Low earnings obviate dividend payments. 

Phillips Powel. . 2.21 2.50 2.00 1 B-1 “Strong uptrend in gasoline aviation division favors 
dividend generosity. 

Plymouth Oil. . . 2.38 1.50 1.30 1 C-1 1 ~ Eemnlags and . ee prospect of this well- 
entrenche 

Pure Oil. . 1.11 1.10 0.25 I c-2 Slightly larger payments may be made this year 
than in 1940, 

Seaboard Oil. Oil. 1.40 0.90 1.00 il C-2 Decline in earnings may necessitate lower divs. 

Shell Union 0.76 A1.05 0.75 I C-1 Earnings prospects point to approximate main- 
tenance. 

Skelly Oil... once 1.99 2.50 1.25 I C-2 Small advance over 1940 rate possible this year. 

TSocony-Vacuum.. 1.09 1.10 0.50 1 C-2 Prospective maintenance of 1940 dividend 
rate indicated. 

s. Oo. California. 1.38 1.50 1.00 I B-2 Earnings favor maintenance of present div. rate. 

S. O. Indiana 2.24 2.25 1.50 I C-2 Little change from 1940 dividend total likely 
this year. 

tS. O. New Jersey. 3.27 4.00 1.75 I A-2 The 1940 dividend rate appears reasonably 
secure. 

1S, Gy Olle... ..... 6.64 6.00 2.00 1 C-2 Higher divs. than in 1940 are in prospect. 

i. re 2.74 A3.03 1.00 1 B-1 Favorable earings point to a rise in divs. this 
year. 

Texas Corp....... 3.02 3.25 2.00 i A-2 Earnings p di main- 
tenance of 1940 nt ol 

Tidewater Assoc... 1.05 A1.14 0.70 i c-2 Fg earnings pence points to lower dividends 

an in 

Union Oil Calif.... 1.25 1.00 4.00 I C2 Full dividend maintenance dubious, current 
earnings consider 

Wilcox Oil & Gas. 0.77 0.25 0.10 il D-3 Dividends jeopardized by decline in earnings. 








d—Deficit. E—Estimated. 


t—Recommended for income and appreciation. 





higher dividends) than in the past 
year, with results among individual 
companies varying substantially. 
Fortunately, the oil industry as a 
whole is in a strong position as to 
excess profits taxes. With capitaliza- 
tions generally heavy, invested capi- 
tal bases run high in the majority 
of instances, so that if the current 
discussion of possible confinement of 
excess profits taxes to the invested 
capital base should materialize, the 
industry would not be hard hit. 


Even in the instances where leading 
oil companies are subject to the ex- 
cess profits tax on an invested capi- 
tal base (such as in the cases of 
Barnsdall, Humble and Standard Oil 
of N. J.), the margin by which their 
exemption is affected is relatively 
small. There is no guarantee, of 
course, that the industry will not be 
materially affected by excess profits 
taxes in 1941, however, since it is 
likely that these will be made more 
severe in any event. 
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War Booms Business of 


Small Arms Manufacturers 


Stocks in This Group Are Highly Speculative, 


However, 


and Their Markets 


Are Thin 


BY STANLEY DEVLIN 


‘ they lack the glamor and romance of such 
large modern weapons as naval guns, howitzers and ar- 
tillery, small arms are of equal importance to defense 
since without machine guns, automatic rifles and even 
automatic pistols, fighter planes, tanks and infantry 
would be highly ineffective. The makers of small arms 
in this country are relatively few in number and when 
peace prevails, their lot is not an easy one. But, when 
war threatens, all hands recall their existence and the 
call upon their patient skill is loud. 

Peace time activities of the small arms makers are 
confined mostly to the manufacture of sporting and tar- 
get guns and pistols with a fair sized demand for hand 
weapons from law-enforcement agencies. The demand 
for sporting weapons follows closely the rise and fall of 
consumer purchasing power but even at best, the total 
business turn-over in time of peace is comparatively 
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Wide World Photo 


Firing a 50 Calibre machine gun on the testing range at Colts’ Patent Fire Arms Mfg. Co. 
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small. Thus, in 1937 for instance, consumer buying 
power was at its post-depression peak with the result 
that this country produced approximately $17,156,000 
of small arms and $3,445,000 of replacement parts. That 
was the best year since 1929 when total small arms pro- 
duction had a value of approximately $17,353,000; not 
including about $4,600,000 spent for repairs, etc. 
contrast in the industry’s business becomes even more 
apparent by the fact that in the period from July 1, 
1940 to December 31 of the same year, one company 
alone—Savage Arms—received small arms orders from 
the Government in excess of $60,000,000 and other arms 
makers of simlar type received orders for many times 
that amount, although the largest amount included a 
substantial quantity of ammunition as well as a certain 
quantity of guns and other equipment. 

The manufacture of small arms is one of the oldest of 
American industries, although 
prior to Civil War days the 
greatest part of the nation’s out- 
put was the product of individ- 
ual gunsmiths. Nevertheless, 
while the old custom-made fire- 
arm was credited with gaining 
for us our independence, the 
Colt revolver is regarded as the 
weapon with which we estab- 
lished our Western Empire. 

Colt’s original business is still 
in existence under the name of 
Colt’s Patent Fire Arms Manu- 
facturing Company. The Colt 
revolver is no longer the leading 
product of the company but its 
automatic pistol is a worthy 
successor and is the standard 
equipment of the armed ser- 
vices of the country as well as 
the many peace enforcement 
agencies. In addition to the 
pistols—and still some revolvers 
—Colt also makes rifles, anti- 
aircraft and anti-tank guns. 
Colt owns the patents on the 
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Browning machine gun which is 
standard for the Army, Navy, - 
Marine and Aircraft divisions 
of the Government and the Na- 
tional Guard. Unlike other 
small arms manufacturers in 
this country, Colt’s principal 
peace time customer has been 
the United States Government. 
Nevertheless, prevailing con- 
sumer income conditions have 
been the dominating factor in 
determining profit volumes, al- 
though in a _ somewhat less 
marked degree than has been 
the case with the others. 

As might be expected, Gov- 
ernment demand for machine 
guns has been overwhelming. 
Colt was operating at full capac- 
ity on this device as far back as 
last May. Since then, the com- 
pany acquired 275,000 addi- 
tional square feet of operating 
space and has already out- 
grown the addition. General 
Motors Corp. has taken over 
the surplus demand for machine 
guns which are being manufactured under Colt’s patents. 
Colt’s patented anti-aircraft guns and heavy calibre 
machine guns are either being manufactured or will be 
made by several other large companies under Colt’s 
patents while, at the same time, Colt will continue to pro- 
duce these weapons to the fullest extent of its capacity. 

For a manufacturer of small arms, Colt has had an 
unique earnings record in more recent years. Only in 
1931 was a deficit incurred and then in the relatively 
small amount of approximately $60,000. Since that 
time the recovery in earnings has been fairly steady with 
the high spot coming last year. Full year 1940 results 
are not as yet available but current indications are that 
earnings per share exceeded $8, as compared with $6.84 
in 1939. Since production did not hit its full stride until 
after the middle of the year and even present orders 
on hand are enough to hold output at peak levels, it is 
probable that 1941 earnings will be substantially better 
than those of 1940 in spite of high taxes and other costs. 
Last year Colt paid $6 a share of common stock in divi- 
dends as compared with $4.50 a share in 1939. The pros- 
pects are for a further increase in dividends per share, 
the rise depending upon the growth of earnings. The 
company’s financial position is satisfactory and there is 
no funded debt. The market for the shares is thin, 
mostly because the 200,000 shares of $25 par value com- 
mon stock do not provide a sizable floating supply for 
trading purposes. 

Savage Arms Corp. is another well known maker of 
small arms, mostly for sporting and target purposes. In 
the July to December 31, 1940 period, Savage Arms was 
reported to have received more than $60,000,000 in or- 
ders for gun parts, etc. At the time of the last war, 
Savage made the then famous Lewis machine gun, but 
since that time the Lewis gun has been outmoded and 
production stopped. At the present time, Savage Arms 
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John Garand demonstrating one of his rifles to army heads. Winchester Repeating Arms 
Company has started their production. 


is more fully occupied with the manufacture of Thomp- 
son sub-machine guns for the Thompson Automatic 
Arms Co. as well as other parts for the Government. 
The Thompson gun is the famous “Tommy” gun so well 
known to movie and radio crime story fans. 

In the more recent past, Savage Arms has been more 
dependent upon civilian purchases of arms and am- 
munition than Colt. Savage rifles and shotguns enjoy 
a high reputation among sportsmen and are in good 
demand when consumer buying power is high. Accord- 
ingly, the company’s most prosperous year of the post- 
depression period prior to last year was in 1937 when 
net income of approximately $457,000 resulted in profits 
of $2.72 a share of common stock. An issue of but 10 
shares of non-cumulative dividend preferred stock was 
the sole capital obligation preceding the 167,715 shares 
of no par value common stock outstanding at the date 
of the last report. The preferred stock is the sole sur- 
vivor of a previous issue of 2,212 shares which were non- 
callable. The most recent statement disclosed no bank 
loans and indicated a current asset ratio of better than 6 
to 1 at the time. 

Last year’s earnings were the highest in many years. 
On the basis of nine months’ reports which showed earn- 
ings of $3.44 a share of common stock as compared with 
$1.57 a share in the same period of 1939, it is conserva- 
tively estimated that full year results were better than 
$5 a share after the payment of higher corporate and all 
excess profits taxes. Fourth quarter results are not as 
yet available although it is believed that the rate was no 
lower than in the third quarter of the year when more 
than $2 a share was earned. On the same basis, it is 
probable that 1941 earnings will exceed $7 a share if taxes 
are not substantially higher and manufacturing costs do 
not rise out of hand. 

The $5 earnings estimate is (Please turn to page 622) 
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Divergent Stock Trends 


Secondary Issues Versus Market Leaders 


BY FREDERICK K. DODGE 


1. preceding articles of this series we analyzed the 
numerous divergences in trends of individual stocks 
from the trend of the averages and from trends of other 
stocks in the same industrial classifications. From our 
previous technical studies, it is evident that the market 
has developed an exceptional degree of selectivity; there 
is every indication, moreover, that the widely prevalent 
bull-market, bear-market and average-satellite patterns 
of many individual issues will continue, regardless of 
the basic trend of the averages. 

Our thought in presenting the accompanying ex- 
amples is not to forecast that the individual trends we 
analyze therein are likely to continue uninterrupted. 
Rather do we wish to point them out as proving our 
point of remarkable divergences that make up the con- 
glomeration of individual market trends and to empha- 
size the trading truism that riding with the trend of a 
stock is indispensable to lasting success in market oper- 
ations. The costly experience of having a stock which 
either does nothing marketwise or has an opposite trend 
from that of the general market often can be avoided 
through studies of technical action, which frequently 
reveal deterioration in performance before it has gone 
too far. 

From extensive analysis of a broad miscellany of 
patterns, we know that certain individual trends caught 
early enough provide an easy route to material profits. 
In observation of group averages, too, it is definitely 
found that a sudden parting of the ways of group action 
from action of the averages often has valuable signifi- 
cance. Such divergences are constantly taking place. 
For example, recent action worse than that of the mar- 
ket as a whole was in air transports, chemicals, textiles 
and soap companies, while the shipbuilding, steel, oil 
and finance company stocks showed better performance 
than other groups. 

The discussions in this article confine themselves to a 
study of the technical actions of some secondary stocks 
in comparison to market leaders in the same industries. 
Occasionally, secondary issues of an industry do far bet- 
ter than the leader itself. This reflects, in considerable 
degree, the fact that the business of secondary com- 
panies, with their relatively smaller capacities, is natu- 
rally more affected percentagewise than that of the lead- 
ers in times of general prosperity. As a rule, the leaders 
run closer to capacity, and the additional business does 
not mean so much to them on a comparative basis. Very 
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often, however, a gain in competitive position by the 
secondary company, or a branching out into a new line 
may be the explanation for variations in trend of sec- 
ondary stocks vs. market leaders in the same industry. 

In observing the chart of Philip Morris vs. Reynolds 
Tobacco, the reader will note Reynolds Tobacco “B” in 
a long bear formation from the beginning of 1937 to the 
present time. Late in 1936, the stock had reached its 
post-depression high of 6014, at which its previous bull 
pattern ended. Significantly, the stock declined early in 
1937 (before the big break, of course) below the April- 
May-1936 resistance zone, this being a distinct technical] 
flash of trouble. The late summer rally carried into this 
zone but failed to penetrate it, confirming the establish- 
ment of a downtrend. The October smash to the 1935 
low was followed by a year-end break to the 1934 lows, 
signaling subsequent penetration, which came decisively 
in 1938. Successively lower major-move peaks appear 
on the chart in 1938 and 1940, maintaining the individ- 
ual bear-market trend. Inability in 1940 to pierce the 
1938 top was a sign of further coming trouble which 
came in the form of new low prices since 1933. 

By contrast, Philip Morris developed a runaway up- 
trend in the three years preceding 1937 and, as the chart 
reveals, the stock experienced a basing period through 
1937 and a part of 1938. The generally ascending low 
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monthly points from October, 1937, through the early 
months of 1938 signaled definite technical strength, par- 
ticularly when the January-May, 1937, base was cleared. 
Sharp penetration of the entire 1937-38 congestion area 
confirmed the accumulating array of technical strength 
factors, and was followed by a whirlwind advance to 
10314, representing the all-time high. The bull-market 
pattern of this stock has not continued since then; it has 
been closer, in fact, to a bear-market pattern for the past 
two years. Nevertheless, the trend remains relatively 
more favorable than that of Reynolds Tobacco. 
explanation of the trend divergences of these two 
issues is found in the Philip Morris Company’s improve- 
ment of trade position through the sensational success 
of its English Blend cigarette. Introduced in its present 
form in 1933, this brand has reached fourth place among 
the leading sellers. Earnings rose from $0.81 in 1933 
progressively higher each year, even in 1938, to a figure 
of $8.38 a share in 1939. Dividends, too, were success- 
ively raised each year from 1935 ($0.67 a share) to 1939 
($5 a share). Reynolds can show no such record, which 
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is characterized more by stability of earnings, with regu- 
lar $3 a share dividends being paid from 1930 to 1937, 
and lower earnings then requiring a cut to $2.90 a share 
in 1938 and $2.25 a share in 1940. Net income declined 
from $2.93 a share in 1936 to $2.55 a share in 1940. 

Further examples of broadly differing variations may 
be found in the Union Carbide-Westvaco Chlorine 
chart. Technical patterns of these issues experienced 
their first highly significant change early in 1939 when 
Union Carbide failed to penetrate its upper 1938 base, 
while Westvaco decisively pierced its 1938 ceiling. Fol- 
lowing this chart flash of fundamental strength, West- 
vaco made a pyramid-side formation, with an outstand- 
ing rise from 1514 to 3914 in 1939. In the last quarter 
of 1939, in fact, the stocks had sharply reverse trends, 
with Westvaco rising and Carbide declining. Neither 
issue has shown a strong trend since 1939, reflecting tax 
vulnerability and relative stability of earnings, which 
in the current defense economy do not compare well 
with the large advances being shown by the more direct 
armament beneficiaries. 
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contract with Union 


Westvaco's 
Carbide is the most important single factor in its sales. 


Peculiarly enough, 


Nevertheless, the company in recent years has been 
increasing diversification of outlets, and the entry into 


new lines has had a keenly favorable effect on this sec- 
ondary enterprise. The consequence is that its earnings 
rose, during the 1937-39 period, to $2.91 a share, from 
$1.46 a share; its dividends, moreover, increased to $1.85 
from $1.00 a share. Carbide’s showing in this period was 
comparatively unfavorable, with earnings at $4.81 a 
a in 1937 and $3.86 in _ and with dividends at 

3.20 in 1937 and $1.90 in 1939. Last year, however, the 
mei reversed, with pies earning more (record 
year) and Westvaco earning slightly It is quite 
possible, accordingly, that chart patterns also may 
change, in favor of Carbide. The chart student, in fact. 
must be constantly aware of the change-about trend 
principle; we do not, in any case discussed in this article, 
forecast indefinite continuation of indicated trends; war, 
business, tax, earnings and dividend trends as _ they 
might specifically affect an individual situation could be 
responsible for readjustments or even reversals of some 
trends. 

In the Lee Rubber-Goodyear chart, the stock of the 
smaller Lee Rubber & Tire Co. flashed its bull trend in 
late-1938 37 upper 


less. 


action when it burst through the 1937 
base, while Goodyear failed by a wide margin to pene- 
trate its corresponding technical area. The result in 1939 
was distinctly opposing trends, with Goodyear finally 
breaking through its 1937-38 congestion zone, while Lee 
held above its comparable base. Again, the explanation 
is found in earnings trends. Thus while Goodyear’s earn- 
ings ran $1.95 a share (after inventory adjustment) in 
1937, $1.34 a share in 1938 and $3.20 a share in 1939, 
Lee’s record ran as follows: 1937, $2.32; 1938, $3.72 and 
1939, $5.46. Dividends, too, as they are reduced or ad- 
vanced, have an important effect on the price trend of 
a stock, though they merely follow earnings. In the 
above examples, Lee raised its cash dividend from $1.60 
a share in 1987 to $2.50 in 1939 ($2.25 a share paid last 
year). Goodyear paid $2.50 a share in 1937 but dropped 
the dividend to $0.25 a share in 1938. In 1939, the com- 
pany paid $1.00 and in 1940 $1.25 a share. 
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Defense Orders Lift Manu- 
facturing Volume and 
Broadcasting Revenues Are 
Again Making New Highs 


BY GEORGE W. MATHIS 


™ CorPorRaATION OF AMERICA, now in its 21st year 
and a direct descendant of the original American Mar- 
coni Company, is one of the most fully integrated units 
in the radio industry. The company’s activities cover 
every phase of radio, ranging from therapeutical ap- 
paratus to the largest of broadcasting installations; giv- 
ing ample attention to the many in-between products 
such as submarine warning devices, portable receiving 
sets and ship installations. 

With radio offering the most effective means for over- 
seas communications, for the dissemination of propa- 
ganda, as guides for both airplanes and ships in navigat- 
ing difficult or dangerous areas and the host of other 
applications of radio principles, it is not surprising that 
the art is playing an important part in our defense meas- 
ures. And, because of Radio’s leading position in the 
industry, it is not surprising that it has received sub- 
stantial defense orders. 

While Radio is strongly integrated, it depends pri- 
marily upon its manufacturing business to provide the 
bulk of its income. The second most productive activity 
is the familiar broadcasting service which, combined 
with manufacturing, provides about 88 per cent of a 
year’s gross income. Communications—radio service be- 
tween various domestic cities as well as abroad—provides 
approximately 8 per cent of the company’s gross while 
all other sources account for the remaining 4 per cent. 

During 1940, indications pointed to an increase of 
approximately 20 per cent in gross business which would 
bring the total for the year to about $132,000,000 as 
compared with $110,494,398 in 1939. Following prece- 
dent, it is probable that manufacturing income amounted 
to approximately $68,000,000 while about $50,000,000 
accrued from broadcasting. Of the $68,000,000 of manu- 
factured goods, it is believed that only a modest part 
was Government work but that broadcast sets, ship 
installations, radio and electronic tubes of various kinds 
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and other apparatus was responsible for the most of the 
total. Toward the close of 1940 the company was re- 
ported to have received Government orders for materials 
to cost upward of $12,000,000 which will appear in 1941 
sales figures. 

The sale of all broadcast receivers made a new record 
in 1940 as far as unit volume was concerned although in 
spite of the fact that unit sales were estimated to have 
been well in excess of 12,000,000 as compared with about 
10,000,000 in 1939 and lesser amounts in previous years, 
their combined retail value was but modestly higher 
than a year ago and was substantially below the record 
high figure of about $600,000,000 achieved in 1929 on 
the sale of only 4,500,000 instruments. The popularity 
of small table models and portable radio sets accounts 
for the sharp rise in numbers produced while their low 
unit prices are reflected in the only moderate increase in 
dollar sales volume. This year there is a strong possi- 
bilitv that not only will unit sales again be higher but 


THE MAGAZINE OF WALL STREET 











acl 
ap 
gre 





a 
a 








f the 
S re- 
rials 
1941 


cord 
‘h in 
lave 
90ut 
a4, 
sher 
cord 
) on 
rity 
ints 
low 
e in 
SSI- 


but 


EET 











also that unit prices will be higher than in the more 
recent past. 

Three major factors are expected to contribute to 
higher unit price of broadcast receivers. They are the 
active commercialization of frequency modulation, final 
approval of the FC C on commercial television and the 
growing popularity of electric phonographs and radio- 
phonograph combinations. All of these devices are far 
more elaborate than the recently desired midget broad- 
cast receivers and due to better than average consumer 
incomes now prevailing, they are likely to find ready— 
if not enthusiastic—acceptance by the consuming public. 


Broadcasting at Peak 


Radio is a leader in the manufacture of all three of 
these newer items and will accordingly obtain a share 
of the business in proportion to its size. In addition to 
its share of the available business, the company will 
profit from the increased demand for radio tubes since 
it controls patents under which most tubes are manu- 
factured and the new sets not only make the use of an 
enlarged number of tubes per unit necessary but in some 
instances involves the use of special devices whose cost 
will be higher than the usual radio tube now in service. 
As the successor to the Victor Talking Machine Com- 
pany, Radio is also in a better than average position to 
capitalize upon the popularity of the phonograph 
through the manufacture and sale of phonograph records 
and equipment which includes record players for adapta- 
tion to existing broadcast sets. 

The introduction of television and frequency modula- 
tion receivers will not be quite as rapid as was, for 
instance, the low priced midget set or the newer portable, 
but it is probable that they will afford Radio an item of 
longer term significance since the sale of conventional 
broadcast receivers has long since entered upon a 
mostly replacement basis. New performance abilities 
and increased service should provide a considerable 
volume of new business as well as a continuation of 
replacement sales. 


rather general acceptance of ship-to-shore communica- 
tions from tugs, yachts, fishing craft and pleasure boats 
but the total revenue from such sources was small in 
comparison with other activities. Transmission of 
photographs by radio is one of the more important of the 
defense accomplishments of the industry although, for 
the present, the greatest usefulness is being found in the 
transmission of photographs and other facsimile work 
for the newspapers. 

In order more readily to manufacture defense ma- 
terials, it has been necessary for the company to expand 
production facilities. To this end, a large plant was 
acquired in Bloomington, Indiana, earlier in 1940 and 
later in the year work was commenced upon the addition 
of approximately 400,000 square feet of working space. 
Of this amount, about 100,000 square feet are already in 
operation while the balance will be available during the 
next several months. Expansion of army business as 
well as more normal operations have made it desirable 
that the company should strengthen its financial posi- 
tion. Accordingly, arrangements have been made where- 
by $15,000,000 will be borrowed from the banks, at low 
interest rates, as needed. The first installment of such 
borrowing was a loan of $5,000,000 obtained last Octo- 
ber, borrowed for a five-year period at an interest rate 
of 114 per cent. Cash proceeds of the loan were used to 
retire $2,000,000 in previous loans which were to have 
matured on April 1, next, while the remainder was de- 
voted to improving working capital position and to pro- 
vide additional facilities for production. 

The largest item of Radio’s expenses is raw materials 
which is followed closely by such other expenses as talent 
hire, advertising, payments to associated broadcasters, 
etc. These all combine to take approximately 53 per 
cent of gross income while wages and salaries require an 
additional 33 per cent. These items are fairly inflexible 
and accordingly are likely to increase in keeping with 
the company’s gains in business. One item of expense 
which will not decline is taxes. In 1939 taxes amounted 
to approximately $4,789,300 or (Please turn to page 624) 





Radio’s second largest source of revenue, 
broadcasting, also achieved new high records 





: ; : : | 180 
in 1940. National Broadcasting Company’s— 
Radio’s subsidiary—1940 time sales rose 12 per ‘ai 


cent from 1939 to a total of $50,663,000 while 
December time sales were 14.7 per cent higher 
than a year ago. N.B.C.’s principal competitor, 
Columbia Broadcasting System, showed a higher | 
rate of gain over a year ago but total billings of | 
$41,025,549 were still well below those of Na- | 
tional Broadcasting. With January contracts as_ | 
a basis for estimating, it would appear that 1941 | 
will see new high records for time sales regis- 
tered by the entire broadcasting industry. 

There probably was but small increase in the 
volume of communications business in 1940 over 
that of a year ago. Service to South American 
countries, however, as well as to other than 
European stations has been on the increase 
although it is probable that communications 
gross income was not substantially higher than 
$10,000,000 as compared with about $8,700,000 
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in 1939. Short range service was assisted by the 
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Extra Eyes Needed 


The investor who tries to watch 
the factors influencing stocks these 
days must be ready to shift his atten- 
tion from Berchtesgaden to Palem- 
bang and back to Ankara, with no 
rest between to grow accustomed to 
the lights and shadows. Japanese 
fleet movements, Franco’s mysteri- 
ous journeys, instructions to Bul- 
garian civilians—all should be at his 


fingertips. And this is outside the 
United States, where changes of 
many kinds are being rushed 
through. 

Those who make a serious at- 
tempt to cover all the necessary 


ground sometimes reach the point 
where it seems futile. One tip that 


occasionally works well, though, is 
to limit the sources of information. 
Instead of trying to read several 


For Profit and Income 











newspapers, to listen to news and 
interpretation on the radio, and to 
follow a news ticker most of the day, 
confine your daily attention to one 
or two reputable newspapers. Do 
less mental eating and more chew- 
ing. Give the news a chance to 
reach the part of your mind that ar- 
rives at decisions. 

It may still be muddled, in the 
kind of world that is perpetrated on 
us today, but that is the distinction 
between thinking—and reflective 
thinking. 


Ineffective Limits 


There is the man who tells his 
broker to buy Steel when it comes 
back from 70 to 60. As it approaches 
60 he begins to fidget, then rushes 
in with an order to reduce the limit 
to 55. If it goes back up to 70 





No errors in transmission of telegrams are possible with Western Union's new Multi- 
fax which not only gets its message across but does so in facsimile. 
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’ position. 


again, he raises his price to 60 and 
thinks that this time he means it. 

His brother-in-law is the one who 
already owns Steel and puts in a 
stop-loss order to protect his capi- 
tal. If the stock turns weak he 
lowers his stop. When it recovers 
he puts the order back to its original 
Meanwhile he feels more 
comfortable. 

These two men are not, of course, 
representative of the whole country. 
Incidentally, though, the national 
debt happened to cross $46 billions 
while Congress was getting through 
the formality of raising the limit on 
it to $65 billions. This is with the 
comfortable understanding that the 
limit will be raised again as soon as 
it is approached. 


Precedent Violated 


Subscribers to Government securi- 
ties had a rude shock when on the 





day they were to pay for their allot- | 


ments the new issue showed a loss 
on the subscription price. That has 
not happened in many years. The 
almost automatic profits that have 


come to be expected have constituted | 


the sole reason for consistently heavy 
over-subscriptions. 


Indigestion? 


February weakness in the market 
has been ascribed by some to per- 
sistent and large offerings of stocks 
over-the-counter in the two preced- 
ing months. During December there 
was quite a list of such sales, includ- 
ing Standard Oil of California, 
Chesapeake & Ohio, Parke Davis. 
and a big block of Consolidated 
Edison. The January pace was still 
faster. Here are a few of the more 
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Simportant offerings: 








shares 
North American 132,945 
American Radiator 238,000 
Texas Corp. 53,542 
Pacific Gas 46,891 
Crane 25,000 
Standard Oil (N. J.) . 500,000 
Socony Vacuum 122,000 
Union Pacific 42,534 
Commercial Credit 27,000 
Montgomery Ward 80,000 
United Fruit 25,461 
Woolworth ..... 45,000 
Many of these offerings were ac- 


companied by “stabilizing opera- 
tions,’ which involved supporting 
the market with buy orders. If 
traders felt sure that the buying 
would be continued, they would see 
in these operations chances of free 
rides. They could buy the stock 
themselves on the chance that the 
market would rally within a few 
days and carry their issue along 
with it. 

But the more frequent interpreta- 
tion of these supporting orders is as 
an opportunity to sell short at the 
offering price, then cover after the 
stabilization is discontinued. So far 
that has been the more successful 
method. Practically all the stocks 
offered now show their purchasers 
sizeable paper losses. 


Effect of Leverage 


The report of Crucible Steel shows 
what leverage can do for a common 
stock when the trend is right. Profits 
after all deductions increased some- 
what more than 120 per cent in 1940 
over the year before, from $2,803.- 
596 to $6,230,180. After allowing 
for preferred dividends the earnings 
per share on the common rose more 
than 300 per cent, from $2.54 to 
$10.24. 

In the final quarter of 1940, earn- 
ings before excess profit taxes 
amounted to $2,859,682. This was 
more than equal to the profit for the 
whole year 1939. 


Swapping Customers 


Before the war began several avia- 
tion concerns were doing a substan- 
tial volume of business with such 
customers as Russia. Profit margins 
on these orders were—to put it 
mildly—very satisfactory. Then in 
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Market Movements of Speculative Railroad Bonds 


Southern Pacific 41's, 1968 a 
New York Central 41's, 2013 961%, 
Pere Marquette 5's, 1956... 106 
Southern Rwy. Gen. 6's, 1956. . 1051, 
illinois Central Ref. 4's, 1955... 96 
Kansas City Southern Ref. & Imp. 5's, 1950 100 
Cleveland Union Terminal 5's, 1973.. 11114 
Central Pacific Gtd. 5's, 1960...... 1041, 
Reading Co. Gen. & Ref. A 41's, 1997 1081, 
Northern Pacific Ref. & Imp. 6's, 2047 112 
N. Y., Chicago & St. Louis A 51's, 1974 105 
So. Pacific Ore. Lines 41's, 1977... . 1001/2 
Atlantic Coast Line Gen. Unif. 41/4's, 1964 99%, 
Southern Rwy. Gen. 4's, 1956. ... 85% 
Northern Pacific Prior Lien 4's, 1997 112% 


1937 1940-41 
ow High ow Recent 
58% 50%, 30 45 
5914 63% 38 58 
761% 8314 51% 75 
53 81, 53 77% 
44% 50 34 4214 
581% 72 50 71 
95% 82, 64 78% 
66% 54 31% 49 
84 835 6014 8014 
83 693%, 45 66 
69 75 451% 70 
6834 53 35 48% 
73% 67 41 6214 
431% 63% 42 60% 
90% 8034 59% 78 





the first phase of the war France 
and England were the important 
buyers of planes and other materi- 
als. Profits on these orders were still 
considerably better than on work 
for Uncle Sam. With England alone 
left, and greater pressure from the 
U. S. Army and Navy, volume in- 
creases obscured the decline in profit 
margins or their failure to expand 
in line with growing production. 
Now, if the  lease-lend policy 
should put the United States Gov- 
ernment in the position of sole buyer 
of planes, to be disposed of accord- 
ing to national interests, the plane 
makers will have been deprived of 
the bulk of their most profitable 
customers, and the same is true of 
the machine tool, steel, machinery 
and other industries. None of them 
can complain, for war has created 
their boom as well as its handicap. 
But it makes a difference, doing 
business with a Yankee bargainer. 


Copper—Record Consumption; 
Low Supplies 


Domestic consumption of copper 
broke all records in January, and 
stocks of the refined metal declined 
to less than one month’s supply. 
This was despite Government policy 
of buying from abroad. 

Total production, including scrap, 
amounted to 83,379 tons, while con- 
sumption in the United States came 
to 119,736 tons. Refineries are con- 
tinuing to exceed the rate of primary 
production, but still failing to match 
the movement of the metal into in- 
dustry—or into inventories of manu- 
facturers. 

With the price held at 12c by tacit 
ukase, the way to get additional 


production within the country seems 
to be by offering special inducements 
to the high cost mines. In the old 
days copper would have been at 20c 
long before this, and production 
would have been responding to de- 
mand. The bad part, of course, 
would have been the resulting glut 
when demand slackened. 

Copper stocks have played a 
changed role in the market since it 
became apparent that price would 
not move in its usual way with vol- 
ume, affecting earnings geometrical- 
ly. Phelps Dodge and Kennecott have 
resisted the decline rather well, and 
there was a noticeable absence of 
bear market in Anaconda, which is 
a help when the market falls on hard 
days. Furthermore, all three leaders 
have exhibited the ability to earn 
money without the price runup, pro- 
vided they get the volume. 


Bad News 


Among the issues registering new 
lows for this year and last have been 
some highly regarded stocks. Coca- 
Cola, du Pont, Dow, Monsanto, Abbott 
Laboratories, American Can, Procter & 
Gamble, Wrigley, Woolworth — they 
indicate the type. If the market is 
worrying over a deflation of the war 
boom by a sudden peace, it is taking 
a peculiar way of showing it. 

One way of interpreting this is to 
put it on a personal basis. The 
country is going to be forced to raise 
a tremendous amount of money in 
the future. Would you rather sell 
short a rich man’s prospects or a 
salary-earner’s? Well, these compa- 
nies are all the substantial type that 
pays and pays when the tax collector 
comes around. 
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Prepare NOW to Take Advantage 
of New Market Opportunities .. . 


N important market move is now developing! 

You will want to know the extent and duration of the current phase so that 
you may release and preserve your buying power. Then, you will be prepared to 
take advantage of exceptional profit possibilities in special situations . . . in new 
| potential leaders. 





As a Forecast subscriber, you will be advised what and when to buy ...and when 
to sell. By enrolling now, you may participate in our new recommendations se-_ 
lected when, in our opinion, the next upswing is about to get under way and the 
best results can be obtained. 








This is a Market of Forecast Service Geared 
Special Security Situations to Today's War Markets 
Following movements of the averages will not For Short Term Moves: Through our Trad- 
enable you to profit fully from the exceptional ing Advices, Bargain Indicator and Unusual Op- 
opportunities which today’s markets offer such as: portunities . . . we will advise you what and 
| when to buy and when to sell . . . to take advan- 
..- Common stocks . . . chiefly armament tage of intermediate swings. If you desire, these 
beneficiaries . . . whose phenomenal az : 
earnings increases offset taxes by a recommendations will be telegraphed . . . to reach | 
wide margin leaving an excellent net you quickly after being decided upon. 


for earnings and dividends; , h h 

: Ss : Also, throug 

...Common stocks where the “invested For Longer Term Inve eres Also, t g 
capital” base provides broad exemp- a sound program concentrated in a fixed number 


tion and high earnings can be reflected of securities, we will counsel you in creating a 
in market values; 


alla " backlog for income and appreciation . . . to suit 
. .. Preferred stocks with arrearages which y +e ec i 

mee bind & thed<dadl iy Edie today’s conditions. You will be advised what and 
while moving into line with earnings when to buy and when to sell. 

and yield. ; 
Let Tue Forecast help you conduct a strategic 




















These are issues of the type that can be uncovered market program to recover losses and build up 
only as a result of skillful research. your capital and equity. 
FREE THE INVESTMENT AND BUSINESS FORECAST 
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First-of-the-year readjustments in this pub- 
lication's business index, including substitution 
of Paperboard Production for a former com- 
ponent, cotton cloth production, have had little 
immediate effect upon the picture it conveys 
of general Business Activity, which has con- 
tinued to expand during the past fortnight— 
though at a noticeably slower pace. For the 
month of January, per capita business activity 
reached 109.6% of the 1923-5 average, com- 
pared with 107.0 in December and 99.0 for 
January of 1940. Without compensation for 
population growth the index averaged 127.6 in 
January, against 124.4 during December and 
114.9 for January, 1940. Adjusted to the basis 
on which the Federal Reserve Board's index of 
Industrial Production is computed, our own 
index of Business Activity was 134 in January, 
compared with 130 during December and 120 
for January of 1940. 


* * * 


Several signs point to the possibility of mildly 
higher interest rates and sagging prices for high 
grade bonds as time passes. Slowing of the 
inflowing gold stream, combined with expanding 
deposits caused by Government deficit financ- 
ing through the banks, is already beginning to 
eat into excess reserves—a movement which 
may be accentuated by the action of state 


(Continued on next page) 
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CONCLUSIONS 


INDUSTRY—Profits rise; but divi- 


dends are less liberal. 


TRADE—Guns replacing butter in 
foreign trade. 


COMMODITIES—Domestic commod- 
ity prices reactionary. Import com- 


modities rise on Far East crisis. 


MONEY AND CREDIT—Commercial 


borrowings spurt. 
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Latest Previous Last 
ee: Date Month Month Year 
INDUSTRIAL PRODUCTION(a)| Jan 138(pl) 137 122 
INDEX OF PRODUCTION AND 
WRADE(O)....... 00.00. cece. Dec 102 99 95 
NRSCRRRMRION BS Scorers se cea Dec 104 101 95 
eee) Chee | Dec 102 98 90 
Non-durable Goods........... Dec 105 103 99 
Primary Distribution............ Dec 94 92 92 
Distribution to Consumers....... Dec 102 101 98 
Miscellaneous Services......... Dec 95 93 89 
WHOLESALE PRICES (h). eter Jan 80.4 79. 7 79.3 
INVENTORIES (n.i.c.b.) 
RNNIEG acts bo OCR as Dec. 125.5 124.3 110.7 
DMWADYECIS: 50.5 ..500 eects seave Dec. 212 210 121 
RUDIDBTIS 552 is cies eee Dec 158 150 129 
COST OF LIVING (d) 
PAU TRONS <5 ce eee Dec 85.8 85.5 85.3 
ER Na ee aan epee Sete arent Dec 78.2 770.2 78.5 
FADE et. eek oe Dec 87.5 87.5 86.6 
CON ee nee Seay Dec 73.0 13:4 72.9 
PANO MAGNE: 566k see se ca-s so Dec 86.5 86.3 85.6 
RAMEN Gk ns Leet ert Cae Dec 98.1 98.1 96.8 
_ Purchasing value of dollar een, Dec 116.6 117.0 TAG? 
| NATIONAL INCOME (em)? ‘st 11 mos. $66,897 ee $63,196 
CASH FARM INCOME} 
Farm Marketing............... Dec. 867 863 710 
| Including Gov't Payments....... Dec. 837 942 801 
Total 12 Months.............. Dec. GOOF vndiece 8,518 
Prices Received by Farmers (ee).. i ‘a 101 99 96 
| Prices Paid by Farmers (ee)..... 122 129 122 
| Ratio: Prices Received to Prices| 
oie] Ci a Ora ene meee | Dec 83 81 719 
FACTORY EMPLOYMENT (f) | 
Durable <SO006 cs. sis:6 6s be -0 | Dec 114.5 112.6 100.2 
Non-durable Goods........... | Dec 110.1 109.1 108.0 
| FACTORY PAYROLLS (4). ...1 Dee 122.8 114.76 103.9 
| RETAIL TRADE 
Department Store Sales (f)..... .| Jan 101 101 92 
Chain Store Sales (g)........... Dec. 128 124 120 
Variety Store Sales (g)......... | Dec. 140 132 130 
Rural Retail Sales (j)........... | Dec. 137.9 122.0 122.7 
| Retail Prices (s) as of........... | Dec. 96.2 95.0 94.9 
| FOREIGN TRADE | 
Merchandise Exportst.......... Dec. $322 $328 368 
Cumulative year's total? to...... Dec. 31 MO25© vases: 3,057 
Merchandise Importst..........| Dee. 253 224r 247 
Cumulative year's totalt to...... | Dec. 31 695 okice kn. 1,950 
RAILROAD EARNINGS | 
Total Operating Revenues*..... | 1940 $4,296,600 _......... $3,995,004 
Total Operating Expenditures*..| 1940 3,089,474 ...... 2,918,210 
TS ARS Sa 0 Sea | 1940 Op, re 355,678 
Net Rwy. Operating Income*...| 1940 CBONIS cee: 588,829 
Operating Ratio %............ | 1940 ch) ere 73.05 
Rate of Return %.............. 1940 is ee 2.26 
BUILDING Contract Awards (k)! Dec. $456 $380 $354 
F. H. A. Mortgages | 
Selected for Appraisalf........| Dee. V9-7 83.8 67.1 
Accepted for Insurancet........ | Dec B69 9 ew: 53.2 
Premium Payingt..............| Dec cf [Sar ore 64.8 
Building Permits (c) | 
Sven? | Dec $99 $82 $63 
Roe, Dec. 15 20 13 
Total, U. S. t Pte en sete nae Dec. 114 103 77 
_Engineering Contracts (En)i.. Dec. $399 $383 $190 
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(Continued from page 605) 


banking authorities in raising the reserve require- 
ments of non-member banks to approximately the 
level required of member banks under Federal 
Reserve Board regulations. Plans to place Federal 
savings bonds with non-institutional investors and 
to eliminate the tax exemption feature from future 
issues of Government securities will also tend to 
cause some increase in the coupon rate. 


* + * 


Regardless, however, of the outcome of efforts 
to place savings bonds directly with small investors, 
enough deficit financing will remain for absorption 
by the banks to assure large corporate profits above 
taxes this year. Despite higher taxes last year, net 
earnings after taxes reported by 390 large in- 
dustrial corporations yielded a return of 10.2% 
on aggregate net worth, against only 7.8% in 
1939. Yet in face of this increase of 30% in 
profits last year, dividends declared in January 
were nearly 5% less liberal than for the like month 
of 1939, owing to uncertainties in the tax out- 
look and a disposition to conserve cash for ex- 
pansion of plant capacity. 


* * * 


At present writing, wholesale prices are only 
2.2% above last year, and retail prices 2.1%; 
though raw material prices average 5.2% 
higher. Wholesale sales during December 
were 15% above the like period of 1939, with 
year-end inventories only 3.6% larger, com- 
pared with a sales gain of only 7% for all of 1940. 
Department store sales in the week ended 
Feb. 8 were 19% ahead of the like period last 
year, against a four-weeks’ increase of 12%. 
Stores are experiencing difficulty in maintaining 
their personnel, owing to the superior attractive- 
ness of industrial jobs. Chain store sales in 
January were 12.2% above last year, with variety 
store sales up 7.2% and mail order sales 
rising 17.2%. The Department of Justice states 
that chain stores are not a monopoly in retraint of 
trade, and that competition between chains and 
the independents has contributed substant'ally to 
progress in food distribution. December figures 
on our exports and imports reflect the speed 
with which guns are replacing butter in foreign 
trade. Our exports for that month were off 14%, 
against an 11% rise for the 1940 calendar year. 


* * * 


Earnings of Class | Railroads last year, before 
interest and rentals, totaled about $682 millions, 
or 2.61% on property investment against only 
2.26% in 1939. Taxes came to $396 millions, 
an increase of 11.5%. Demands by railroad 
“*ground”’ labor for paid vacations would, if granted 
in full, add $190 millions annually to payrools. 


* * * 


Building permits granted during December 
were 86% above the like period of 1939, against 
a 22.5% gain for all of 1940. Engineering 
construction awards this year to Feb. 6 are 117% 
above last year. 
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Latest Previous Last 
Date Month Month Year = _ 
Ingot Production in tons®. esteem) UPR 6,301 6,283 5,822 Domestic retail sales of automobiles are 
Pig Iron Production’in tons*...., Jan 4,664 4,548r 4,032 holding up so well that makers are raising produc- 
| Shipments, U. S. Steel in tons*. Jan 1,682 1,545 1,146 tion schedules for February and Moccia rer 
aia Sua ¥ of certain raw materials, such as zinc, and priorities 
"AUTOMOBILES on machine tools are not likely to hamper produc- 
ig sercnniy tion; since plastics can be used as substitutes, and 
Raatonmoales. sooo oiewe.n: Dec. 491,250 469,100 — P he tee weaeek tae manana 
Total 12 Months.............. Dec. 31 4,676,657 3,732,659 actories are not in ries yy age 
Registrations tools but have priority on tools nee 
Passenger Cars, U.S. (p)........, 1940 3,415,905 _....... 2,655,833 | fense production. ae 
Une aS (> | 1940 376, 327 486,748 
PAPER (Newsprint) — January shee production is estimated at 0.3% 
Production, U. S. & Canada * (tons). | Dec. 333.7 367.7 318.5 above the like period a year earlier, compared 
Shipments, U. S. & Canada * (tons). Dec. 361.5 atch) 342.9 with an increase of 6.3% in December and a de- 
Mill Stocks, U.S. & Canada * (tons). Dec. 165.9 192.6 182.5 cline of 6.2% for the 1940 calendar year. 
eine a : Cigarette manufacturers look for an aggregate 
LIQUOR Whisky) saving of around $5,000,000 in costs this year 
Production, Gals. * a re eer eer areas Dec 12,265 11,761 8,060 in consequence of lower prices paid for tobacco; 
Withdrawn, (SCC St Sa a ee Dec 7,331 10,529 7,683 but higher taxes may absorb part or all of this gain. 
Stems Gals oes oes cc een cul Dec 479,102 475,611 465,025 
GENERAL . kare: 
Paperboard, new orders (st).......| Dec 393,026 426,614 393,123 Class | railroads put 66,545 new freight cars 
Machine Tool Operations.......... Dee 96.8 95.4 93.3 and 419 new locomotives in service last year, 
Railway Equipment Orders (Ry) compared with only 24,528 and 320, respectively 
Eocomiotive. 5.6.6.0... i Dee. 78 80r 50r in 1939. New equipment on order as of Jan. 
Freight Cars...... 0.0.0... 0.000. Dec 14,118 Udi oon 1st included 35,702 freight cars and 206 locomo- 
Passenger Cars... ..........., Dec 130 “ - tives, against 37,099 and 117, respectively, on 
Cigarette Productiont............ Dec 13,845 14,347 12,803 the like date in 1940. Steel for new railroad 
Bituminous Coal Production * (tons).| Dec. 40,600 40,012 38,066 equipment will be given priority consideration if 
Portland Cement Shipments * (bbls.) Dec 8,192 10,372 6,785 neaded fer deleme gunmen. 
Commercial Failures (c)........... Dec 1,086 1,024 4,053 
WEEKLY INDICATORS 
rt Latest Previous Year _ saa 
Date Week _ Week Ago __ PRESENT ee cee paseo 
lM. W. S. INDEX OF BUSINESS| While electric 
power output has been re- 
ACTIVITY 1923-25—100...... Feb. 8 110.8 110.6 | 94.9 | ceding this year at about the normal seasonal 
| ELECTRIC POWER OUTPUT rate, margin of increase over last year om widened 
OR ee nie ees Feb. 8 2,824 2 830 2,523 | to more than 11% in comparison with a greater 
iiesiien che ane ee ws Bere, ae see than seasonal decline during the opening weeks 
“TRANSPORTATION of 1940. Bottle necks in aluminum production 
ee Rotana re ieee Feb. 8 710,196 714,323 626,903 are being laid in part to a deficiency in supply of 
Ral tt ee eet eon, Feb. 8 28,730 30,507 29,174 electric power. 
Coal.. eee ere Feb. 8 149,394 159.157 145,661 + 8 8 
Forest Products Pes ee es tae Feb. 8 38,512 39,511 29,263 | eke 
’ ‘ Uy | t t 
Manufacturing & Miscellaneous....| Feb. 8 302,755 304,187 244,034 | New orders for steel are Pees a coe 
1<¢i he ih: ¢ 153, 324 151, 983 147.449 | approximately 40% above capacity, with deliver- 
ccaatere hee Ears NSN ema) ssn Mie : aa daiarload | ies for non-defense use dated as far ahead as the 
STEEL PRICES third quarter. Thus far voluntary cooperation be- 
Pig lron $ per ton (m)............ Feb. 11 23.44 93.44 29.61 | tween consumers and producers has made it un- 
Scrap $ per ton (m)..... pa ad Wales Feb. 11 20.00 90.17 17.00 necesssary for Government authorities to inter- 
Finished c per Ib. (m)............ Feb. 11 9.261 9.261 2.261 | vene; but some users who think themselves entitled 
a = —— —— - —| to preference would welcome the establishment 
| STEEL OPERATIONS | of mandatory priorities.‘ Exports of iron and steel 
_h of Capacity week ended (m).. Feb. 15 97.0 96.0 68.5 last year amounted to 7,785,540 gross tons— 
=| a = — 211% above 1939 and the largest for any year 
—. Goops ACTIVITY Feb. 8 195.7 195.5 89.5 on record. The industry's capacity is expected 
BB cock ee en sla wel aS a Bry : : to be increased by at least 3,000,000 net tons 
PETROLEUM | this year. re 
Average Daily Production bbls. * Feb. 8 3,590 3,618 3,067 
Crude Runs to Stills Avge. bbls. * | Feb. 8 3,640 3,680 3,509 Despite a greater than normal seasonal rise in 
Total Gasoline Stocks bbls.*...... Feb. 8 93,265 90,864 93,055 | gasoline stocks last week, the statistical situation 
Fuel Oil Stocks bbls. * Sew web ere <a 6 Feb. 8 99,921 100,428 102,798 does not compare unfavorably with last year after 
Crude—Mid-Cont. $ per bbl. | Feb. 15 1.02 1.02 1.02 allowing for heavier inventories of aviation gaso- 
Crude—Pennsylvania $ per bb]....| Feb. 15 1.78 1.78 2.23 line accumulated in anticipation of future defense 
ennai $ pergal......| Feb. 15 05% — 065% needs. 
i—Millions. * iaiaiaiil (a) latin Federal Reciand 1935-39—100. (b) Pare eee Bank ‘“ N. ¥. 100%— estimated 


| long term trend. 


(e)—Dept. of Agric., 


1924-29—100. 


| | (g)—Chain Store Age 1929-31—100. 


(c)—Dun & Bradstreet. 


(cm)—Dept. of Commerce estimates of income paid out. 
(ee)—Dept. of Agric., 
(h)—U. S. B. L. S. 1926—100. 


1909-14—100. 
(j)—Adjusted—1 929-31 .- 


(d)—Nat. Ind. Conf. Bd. 1923—100. 
(En)—Engineering News-Record. (f)—1923-25—100. 
100. (k)—F. W. Dodge Corp., (m)— 


| 
| 
| 











lron Age. (n)—1926—100. (n. i. c. 6.)—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. (pc)—Per cent of capacity. (pl)— 
Preliminary. (r)—Revised. (Ry)—Railway Age. (s)—Fairchild Index, Dec., 1930—100. (st)—Short tons. 
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wise, import commodities recorded higher prices. 


Trend of Commodities 


Despite the fact that commodity markets have been 
singularly free of extensive speculative positions, this con- 
dition did not suffice to cushion the general decline over the 
past week, as apprehension over the war situation became 
intensified. That the war news was responsible for the sharp 
shifts in prices is clearly indicated by the fact while the’ 
majority of domestic commodities were losing ground price- 
Grow- 
ing doubts over ability to obtain adequate shipping accomo- 
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” 1915 1920 1925 1930 1935 1940 O'T FMAMJ JASONDJFMAMJJASOND 
U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
| Spot Market Prices—August, 1939, equals 100 
1940—1941 1940-1941 
| . High Low Feb. 7 Feb. 14 . High Low Feb. 7 Feb. 14 
28 Basic Commodities... ... 124.2 105.6 120.3 120.9 Domestic Agricultural. .... . 131.3 111.4 128.4 127.9 
Import Commodities........ 132.9 104.7 123.1 125.2 _ Ree 120.0 100.5 117.9 118.3 
Domestic Commodities... . . 120.9 105.5 118.5 118.1 Raw Industial............. 128.4 101.3 122.0 122.7 
L 
iy a |e PRESENT POSITION AND OUTLOOK 
——______— — eae = = — a 
Cotton. At the close of last week the cotton 
_— was eniiedl: aisles futures market recorded losses of 18 to 23 points 

Ma P j Feb. 15 10.14 10.35 10.99 from the preceding Saturday. Liquidation caused 

Jul BUS PSkeeet ean rs Rea eD aa 15 10.00 10.93 1053 the market to reach the lowest levels since the end 

S A ke pik Aa aia Feb, 15 10.69 10.99 11.38 of December and about $2 to $2.50 a bale from 
(In bales 000's) ie Oa pea aes ; ’ : : the highs of January. R Foreign news was the dis- 
Cine 1S na 843 155 739 turbing factor with fears that additional difficulties 
"eta P k 4 d eC ee ae hae F . 14 5 94 904 in exporting American cotton as a result of news 
Totsl stipend eagles — of tense conditions in the Far East and the sinking 

otal Exports, season Aug. 1 to....| Feb. 14 606 601 4,462 dk aint emai: ta tis deine i hie ae, 

Government Crop Est............. 1940 [eso [i 11,81 7(ac) coined y Sh ities tik te demmaiic con- 

Active Spindles (000's).......... Dec. 22,818 22,686 22,778 sumption in January was overshadowed by the 
WHEAT i pide disturbing reports mentioned above. 

Price cents per bu. Chi. closing Feb. 15 191 893, 109% Wheat. Because the impounding of wheat 

aa Teiaah etna ye pana Ftp ee Feb. 15 13% 16% 10054 under the loan program has not created the ex- 

Exports bu. (00's) since July 1to.| Feb. 8 68,707 64,688 80,863 —_ — - re Pag! won and — 

Exports bu. (000’s) wk. end....... Feb. 8 4,019 3,257 2,775 + ee Se Se ee ee See 

Visible Supply bu. (000's) as of...| Feb. 8 136,319 138,574 104,991 farm program will take this year, the wheat market 

. 4 e declined further this past week as longs liquidated 

eat ate their holdings and new buyers waited further de- 

CORN velopments before giving the market active sup- 

Price cents per bu. Chi. closing port. 
Bt CEG ite eee ceree oe Feb. 15 601 6134 5614 + * * 

July Tee Te ee ee Feb. 15 6014 6134 571% Corn. Though prices worked lower in sym- 
Exports bu. (000's) since July 1 to. Feb. 8 21 7 48 21 AL 48 19,960 pathy with wheat market, the corn market exper- 
Visible Supply bu. (000's) as of...) Feb. 8 62,726 62,951 - 40,259 ienced a steadier tone. Though primary arrivals 
Gov't Crop Est. bu. (000's) es mete 1940 DASP SES lviscerses 2,61 9,31 T(ac) are of fair volume country selling pressure has not 

increased materially. 
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dations are impelling buyers to take every effort to insure the|_ 
adequacy of their supplies. Reports of heavy British ship.) 
ping losses off the coast of Portugal and the growing tense. 
ness in the Far East last week emphasized the adverse 
potentialities in that direction. 

On the domestic front, fears over a possible shortage of 
strategic metals are mounting. Metals of which supplies | 
are becoming increasingly restricted include zinc, brass, 
nickel, aluminum and magnesium. 
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Copper statistics for January reveal 
that domestic deliveries reached an all-time high 
and that stocks of refined copper fell consider- 


ably to the amount of some 26,000 tons. From 
Washington it was announced that the Metals 
Reserve Company had set up a committee to allo- 
cate South American copper. 


Reports from Pittsburgh show unfilled 
orders for tin plate the largest since the past sum- 
mer and production increased to between 63 and 
68 per cent of capacity. Washington sources esti- 
mate the supply of tin in this country and the 
amount afloat combine to provide an 18 months 
supply for both military and civilian needs 


* 


Last week American Smelting & Re- 
fining raised its contract price $3 a ton to 5.65¢ 
with other producers following this increase, the 
first price change since early December when the 
reduction was the same as the above increase 


x x 


The tight situation in zinc stocks was 
again emphasized by the January statistics with 
supplies in producers hands at the lowest level on 
record and equal to but four days need. 


For the first seven months of the current 
raw silk season, consumption has totaled 209,- 
572 bales as compared with 220,831 bales in 


The Commodity Exchange weekly 
survey reveals that world shipments of crude rub- 
ber in 1940 reached a high record of 1,408,255 
tons as compared with the previous peak in 1937 
of 1.164 401 tons. 


* * 


Statistics of the export of dry and 
wet cattle hides and kips from the Argentine dur- 
ing 1940 reveal a drop of approximately one 
million from 1939 total. 


* * * 


With heavier consumption of wool 
forecast for the first half of 1941 by the Bureau 
of Agricultural Economics, moderate price in- 
creases are in prospect. The relatively heavy 
stocks of wool available from foreign countries 
will offset the small carryover in this country 


im * 2 


Cocoa futures last week reached the 
highest level in nine months with heavy trading 
The favorable reports on the progress of 
the proposed cocoa marketing agreement and the 
growing belief that a tightening shipping situation 
were the advanced reasons. 








(p)—Preliminary. (rr)—Raw and 


COPPER 
Price cents per Ib. C 
Domestic....... Feb. 15 12.00 12.00 114.25 —— 
Export f. a. s. N. Y.. oO aia ee: Feb. 15 10.50 10.50 11.50 
Refined Prod., Domestic*......... Jan 93,327 97,035 80,501 
Refined Del., Domestic* Re ner? | Jan 119,736 112,671 91,428 
Refined Stocks, Domestic*...... ..| Jan 116,341 142,772 135,441 
Copper Sales, Domestic*.......... | Wage Soles 90,164 
TIN | 
Price cents perlb., N. ¥.......... Feb. 15 5114 50%, 451, 
Tin Plate, price $ per box.........| Feb. 15 5.00 5.00 5.00 : 
World Visible Supply t as of. | Dec.31 44,678 40,046 38,280 Tin. 
WiSeDelivertest occ cus cease Dec 9,200 12,505 11,366 
LES: Visible Supply t We Ob 2 %..46% | Bee das 26 998 15,965 
| ‘LEAD 
Price cents per lb., N. ¥ Feb. 155.65-5.70 5.50-5.55 5.00 
U. S. Production*....... Dec. 61,906 57,926 45,615 
U. S. Shipments*....... .| Dee. 56,755 57,510 44,881 
Stocks (tons) U. S., as of.. | Dec. 40,926 35,791 58,777 
ZINC Lead. 
Price cents per Ib., St. Louis Feb. 15 T25 Le =, 5.50 
U. S. Production*....... : Jan. 59,156 59,883 57,158 
U. S. Shipments*..... Jan. 63,272 65,385 49,914 
Stocks Ui. S., as s of* eee Jan. 8,768 12,884 65,602 
SILK 
Price $ per Ib. Japan xx crack Feb. 15 2.57 2.57, 3.00 ; 
Mill Dels. U. S. (bales). . ....| Dee. 23,113 36,374 21,128 Zinc. 
Visible Stocks N. ». ¥. (bales) as ve. Dec. 72,248 60,330 55,610 
RAYON (Yarn) 
Price cents per Ib.. | Feb. 15 53 53 53 
Consumption (a)............ | Dec. 34.5 35.0 32.0 
Stocks as of spies nc re es | Dee 5:3 6.2 6.4 
fn ea oe aes a aie ee: Silk. 
WOOL 
Price cents per Ib. raw, fine, Boston.| Feb. 15 1.08 1.08 1.04 
Consumption, period ending (a).. Dec. 33,440 33,820 22,380 1939-40. 
“HIDES | 
Price cents per Ib. No. 1 Packer...) Feb. 15 12 1214 13% Rubber. 
Visible Stocks (000's) as of ....... Dec. 31 13,873 13,529 2,592 
No. of Mos. Supply as of. . oh (Weerst wacess 32 6.8 
Boot and Shoe Production, Prs.* | Dec. 30,500 30,132 28 690 
“RUBBER 
Price cents perlb......... Feb. 15 20.37 19.90 19.13 
linports tl Gale .cowss. coe vernsies| care 86,833 97,984 72,496 Hides. 
Consumption Us Sites... 25 cs. >. | Jan. 64,225 56,539 54,978 
Stocks| WSS. as Of... .20.6..00000s| Jan 340,857 318,486 156,830 
Tire Production (000's)........ Dec. 4,999 4,838 4,469 
Tire Shipments (000's). . Dec. 4,972 5,137 4,727 
Tire Inventory (000" s) as é.. Dec. 9,179 9,118 8,665 
‘COCOA Wool. 
Price cents per lO... 6 bcs eo es | Feb, 15 5.70 5.40 5.25 
A\nivals (bags 000's)............... Jan. 497 671 362 | 
Warehouse stocks @ags ( 000's) | Feb. 14 1,371 1,356 1,153 | 
COFFEE 
Price cents per Ib. (c)......... Feb. 15 814- sl, 71%, 
Imports, season to (bags 000's)..... | Jan. 31 CO re 8,117 
WS. Visible Supply (bags 000’ s).. Feb. 1 2,403 2,123 1,451 
ety pla i ie Cocoa. 
“SUGAR | 
Price cents per Ib. volume. 
i hg a re | Feb. 2.98 2.95 2.82 
Refined (Immediate Shipment)...| Feb. 15 4.45 4.45 4.50 
U. S. Deliveries (000's)*..........) 1940 G6 185(aly 2.2... 6,870 
U. S. Stocks (000's)* as of........ Dec. 31 514 703 832 
t—Long tons. *—Short tons. (a)—Million pounds. (ac)—Actual. (c)—Santos No. 4 N. Y. 
refined. *—Thousands. NA—Not available. 
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Money and Banking 
Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST RATES 
Time Money (60-90 days)........ | Feb. 15 114% 114% 14% | Banking news continues to be featured by the 
Prime Commercial Paper.......... | Feb. 15 14-34% 1-3%4% 1h-3%4% uninterrupted rise in commercial borrowings. It 
OSD UTS SE a AP eon | Feb. 15 1% 1% lo is only too apparent that the banks are perform- 
Re-discount Rate, N. Y........... | Feb. 15 1% 1% 1% ing a vital function in our defense game Bon 
a ana a = latest statement of all member banks revealed an 
CREDIT (millions of $) | increase in total loans of $830,000,000 by com- 
Bank Clearings (outside N. Y.).....| Feb. 1 2,964 2,925 2,654 | parison with a year ago. Of this increase 
Cumulative year's total to......... | Jan. 31 14,345... 12,620 | $810,000,000 was contributed by loans to com- 
Bank Clearings, N. Yerseeeere eee Feb. 1 3,453 3,158 3,929 merce, industry and agriculture. Significantly in 
ge et er rg Papin aaa | Jan. 31 14,685 ——...... 13,066 | the same period loans to brokers and securities 
Loans and Investments.......... | Feb. 5 26,184 25,676 23,199 a a 
Commercial, Agr., Ind. Loans...| Feb. 5 5,124 5,076 4,314 | have increased $1,128,000,000. Business loans 
eg en eae | Feb. 5 440 458 608 now outstanding are at the highest total ever 
Invest. in U. S. Govts.......... Feb. 5 10,378 9,950 8,910 reached, at least to the extent that it is possible to 
Invest. in Govt. Gtd. Securities...| Feb. 5 2,746 2,744 2,411 d : . . 
make any comparison. Thus far this year business 
Other Securities............... Feb. 5 3,723 3,674 3,371 | Joans have risen $106,000,000 although the 
Demand Deposits.............. Feb. 5 22,798 22,932 19,108 total of all loans has declined As the defense 
Time Deposits. ...........-.-. Feb. 5 5,452 3,425 5,256 rogram gains momentum gains in commercia 
New York City Member Banks se romise to become even more pro- 
Total Loans andInvest.......... Feb. 12 10,690 10,664 8,785 acl P 
Comm'l Ind. and Agr. Loans....| Feb. 12 1,980 1,963 1,650 | ; oe a” 
TESTS SS en ee nee Feb. 12 287 297 465 | 
invest: 19: SD) KGovis;. ... 24.44 0 Feb. 12 4,611 4,600 3,349 : 
Invest. in Gov't Gtd. Securities..., Feb. 12 1,593 1,583 1,273 | _ The defense program is rapidly emerging from 
Gee | a ee | Feb, 12 1,440 1,439 1,245 | the blueprint and contract stage, the need for work- 
Demand Deposits.............. | Feb. 12 10,691 10,603 8,659 ing capital, inventories, etc., will become cor- 
Time Deposits................| Feb. 12 754 751 640 | en esi and = a yet need for 
Federal Reserve Banks | bank credit. It is true, of course, that many cor- 
Member Bank Reserve Balance... Feb. 12 13,871 13,842 12,151 porations, particularly the larger ones, are so well 
Money in Circulation..........| Feb. 12 8,665 8,627 7,411 heeled with cash that they are well able to finance 
Si APSIOENS: << ccs sod ose ecsne Feb. 12 22,130 22,122 18,063 themselves and with recourse to bank borrowings. 
Treasury Currency............. Feb. 12 3,100 3,099 2,977 It may be found, however, while this sort of financ- 
PIRRSNIY ASO oo c0s kN eo ctese vine Feb. 12 2219 2,212 2,385 ing was possible under more normal conditions 
Excess Reserves.............-. Feb. 12 6,330 6,310 5,580 during the past decade, the great task of rearming 
= es So — —_——_—_—————- and aiding Britain may quite conceivably make 
Latest Previous Year much greater demands on working capital than 
NEW FINANCING (millions of $) | Month Month Ago anything witnessed since the late '20. The banks 
NOT LCE SOU EE anne ee Jan. 320.7 389.3 165.5 are fully able to supply such a need, and would 
Reta as RO ae ea ha a | - 2679 208 2 , 35 welcome the opportunity to do so. 
efunding.......-..-.--- <a ; : 
THE MAGAZINE OF | WALL nintcesnsta COMMON STOCK INDEX. 
~ 1941 Indexes | | 1941 Indexes 
No. of ee ——- a —— 
Issues (1925 Close—100)) High ‘iihew Feb. 8 Feb. 15 (Nov. 14, 1936, Close—1 ” High Low Feb. 8 =" 15 
290 COMBINED AVERAGE. . 56.9 47,3 51:9 47.3 | 100 HIGH PRICED STOCKS. . 60.10 52.49 55.80 52.49 
| | 100 LOW PRICED STOCKS. . 48.23 39.58 43.14 39.58 
4 Agricultural Implements.... 92.1 76.4 82.0 16.4 Pes anes (1932 Cl.- 400). 148.2 195.8 131 4 125.8 
9 Aircraft (1927 Cl—100)... 183.9 146.8 162.2 1468 | IVIACHINGIY .< s.0 ve actessceees ss 111.9 90.9 100.5 90.9 
4 Air Lines (1934 Cl.—100) 314.1 246.8 268.1 246.8x OiMMaWi@rder: . 6... 6 Seanad 75.6 68.3 71.3 68.3 
6 Amusements............. 24:9 “91.3 “23:0 “21:3 | A Meat Packing............. 53.2 442 49.3 442 
14 Automobile Accessories... 95.7 77.6 86.8 77.6 || 11 Metals, non-Ferrous....... 138.6 117.8 124.8 117.8 
13 Automobiles............. 11.1 an... ee 13.6 11.2 121 11.2 
3 Baking (1926 Cl—100).... 9.9 8.3 8.8 8.5 OEP eSB UIN. «<< 3 oie 5 oc scte te 74.8 67.4 170.7 67.4 
3 Business Machines......... 96.2 87.9 92.1 87:9 || 18'Public Utilities............ 38.6 315 340 31.5R 
2 Bus Lines (1926 Cl.—100). 64.3 58.4 61.4 58.4 3 Radio (1927 Cl.—100)... 99 8.3 9.3 8.3 
BRCIMICAS: «2000500065045 159.0 138.0 146.4 138.0 9 Railroad onan Ue eee 48.0 389 42.5 389 
48 Gonttuction:......<. 0.0.05. 96:1 21:5 “23:7 “21-5 ATMROINGOBEG | 644-0 cessed Se 8.6 LS 8.2 15 
BISNIS sinc. 5 os os, 6 2 oi 203.7 176.5 188.2 176.5 | DURGA fiers iek Pr eainan dros 2.6 1.8 1.9 1.8 
10 Copper & Brass............ 88.8 726 179.5 172.6 Shipbuilding. ............ W275 1023 115: 1102/3 
2 Dairy Products...........- 27-6 256 25:9 25.7 12 SteeleBulion® c-cd cs ds 82.6 666 73.7 66.6 
6 Department Stores......... 19:7 46.7 Wd.8 16.7 AST: eee eo on S20%4- “AS “Se tees 
| 6 Drugs & Toilet Articles..... 39.7 361 39.2 361 || 2Sulphur.................. 185.7 169.8 177.8 169.8 
2 Finance Companies........ 189.3 173.0 17539 173:0. | 3 Telephone & Telegraph..... 40.7 33.4 37.1 33.4 
7 Food Brands...... 0.6.5.3... 82.7 74.9 178.8 174.9x | Ue saeS onc ie xt wee oes 48.5 39.4 44.5 39.4 
OW Stiles. 6.s.os eee ne 452 3955 41:2 39:5 || ‘3 lares'& Rubber. ............ 1:7 9:5 10.7 9.5 
4 Furniture & Floor Covering.. 42.2 37.1 40.0 37.1 MMM ASAECOP rs Soe hs 73.7 689 711.2 68.9L 
2 Gold Mining. ........... 703.8 638.5 669.9 638.5 3 Watiety Stores. 6.66652) .. 213.7 191.3 207.8 191.3 
6 Investment Trusts.......... 19.2 16.3 169 16.3 || 19 Unclassified (1 940 Cl. _ 100). 105. 7 89.9 9A. 6 89. a 
x—New 1940-1 LOW. L—New LOW since 1938. Rew. LOW since 1935. 
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The Personal Service Department of Tue Macazine or WaLt Street will 
answer by mail or telegram, a reasonable number of inquiries an any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
jollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Electric Storage Battery 


Thanks to your advice yast year, I con- 
tinued to hold my 75-share investment in 
Electric Storage Battery and now show a 
nice profit. Currently priced around its high 
for 1939-1940, does Electric Storage Bat- 
tery, in your estimation, appear situated for 
further appreciation over the neat few 
months? To what extent has the company 
been receiving orders for battleship, subma- 
rine and airplane service? Is it probable 
that the effects of priority enforcement will 
cut in on the company’s civilian automobile 
battery business which I understand accounts 
for 60% of its production? What is the 
status of the company’s British subsidiary? 
How are taxes expected to affect the possi- 
bilities of earntngs improvement over 1940?— 
L. L. K., Boston, Mass. 


Business in the auto equipment 
industry has improved steadily over 
late months and indications point to 
record output. On top of a rising 
industrial and farm income which 
stimulate replacement sales, comes 
an increasing amount of orders as 
part of the defense program. Many 
companies are operating at peak 
rates of activity and most enjoy con- 
siderably better levels than a year 
ago. No immediate falling-off in 
volume is seen since large military 
orders, including trucks and other 
motorized equipment, augment al- 
ready heavy retail car sales. Priori- 
ties and other means of Government 
control, together with possible labor 
troubles, may influence future earn- 
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ings to some extent. 

“Exide” and “Willard” are the 
two well-known trade names of bat- 
teries produced by Electric Storage 
Battery. Better than half of output 
is sold to the automobile industry, 
with replacement sales a steady con- 
tribution and in recent years ac- 
counting for the larger portion. The 
remainder, around 40 per cent, goes 
into private lighting systems, public 
utility stand-by equipment, railroad 
signals and other industrial uses. Na- 
tional advertising and quality prod- 
ucts have maintained the company’s 
position despite keen competition 
from mass distributors, such as mail- 
order houses, gasoline filling sta- 
tions, ete., but profit margins have 
narrowed as a result. Plants are lo- 
cated in Cleveland, Los Angeles, 
Dallas, Philadelphia and Muinne- 
apolis, while several smaller concerns 
have ben acquired near mid-western 
markets. Foreign affiliates in Can- 
ada, Australia and England contrib- 
uted about 20 per cent to earnings 
in 1939. The British subsidiary is 
its major foreign interest. 


Today national defense require- 
ments for airplanes, submarines, 
battleships, merchant vessels and 
military operations requiring current 
from other than usual sources make 
up a growing demand for the com- 
pany’s products. A large invest- 
ment portfolio provides substantial 
additional income and _ potential 
profits. Sales in 1940 are expected 
to exceed 1939 by some 10 per cent 
and may bring net income up to 
$3.00 a share. Anything above this 
figure probably will be liable to ex- 
cess-profits taxes. A strong financial 
position assures steady liberal divi- 
dend payements. 

Net earnings for the nine months 
ended September 30, 1940, were 
ahead of 1939 but exact figures are 
not available because the amount to 
be applied to excess-profits has not 
been determined as yet. Volume of 
business and backlog compares well 
with a year ago. For example: For 
the nine months period ended Sep- 
tember 30, 1940: new orders were 
approximately 21 per cent ahead of 
1939; shipments about 11 per cent 
ahead; and unfilled orders 50 per 
cent ahead. All phases of the com- 
pany’s business are recording similar 
progress. The two classes of stock 
outstanding are not preceded by any 
funded debt and represent the only 
lien on earnings and assets. The pre- 
ferred stock is a 1% cumulative pre- 
ferred issue, non-redeemable, with a 
$25 par value of which there are 
1,256 shares. It is convertible into 
one share of common for each share 
of preferred and participates equally 
with the common after 25 cents has 
been paid on the latter. Outstand- 
ing common shares total 906,554 no 





When Quick Service Is Required, Send Us a Telegram 
Prepaid and Instruct Us to Answer Collect. 
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par stock. Lacking in appreciation 
prospects, a stable and satisfactory 
yield is considered sufficiently attrac- 
tive to merit retention. 





Great Northern Railway 


Why is it that Great Northern paid only 
50 cents with net income in 1940 the highest 
since 1930? Does this indicate doubt about a 
sustained or increasing volume of traffic in 
1941? Do you know whether the company 
is planning further refunding operations to 
take advantage of current strength in the 
railway bond market? Is it probable that a 
more liberal dividend policy should develop 
to encourage bond conversion? How do you 
estimate the appreciation possibilities of 
Great Northern under present circumstances? 
Do conditions in the Spring wheat belt indi- 
cate heavy traffic from this source for 1941? 
What is the competitive position of the com- 
pany for tron ore and lumber freight busi- 
ness? What advice would you give me now 
as a stockholder holding 75 shares of Great 
Northern Railway?—Dr. P. A. E., New York, 
Ny. ¥.. 

Figures on railroad volume and 
earnings for 1940 may well run heav- 
ier than in recent years, with net 
probably the highest since 1936 and 
possibly 1930. Further loss of traf- 
fic to trucks should be limited which 
will improve the competitive stand- 
ing of the rails. As long as the op- 
tion of invested capital exemption 
is allowed for excess-profits taxes, no 


threat is seen from this source but,: 


of course, the rise in normal cor- 
porate taxes to a flat 24 per cent 
adds to their burden. Since repair, 
maintenance and replacement ex- 
penditures have been higher in the 
past year, a larger proportion of rev- 
enue gains from expanding business 
activity will accrue to net income. 
Price-earnings ratios are still low 
and favorable market conditions 
would be accompanied by good per- 
centage gains for railroad securities. 
Among those favorably situated is 
Great Northern Railway. 

The industrial recovery and de- 
fense preparations, apparent in a 
demand for basic raw materials, defi- 
nitely favor the outlook for this car- 
rier. The transportation of such 
materials as: iron ore from northern 
Minnesota; forest products from 
the Pacific northwest; wheat from 
North Dakota, Montana and Min- 
nesota; fruits, vegetables and canned 
fish from the Pacific Coast, com- 
prise the most important part of 
the road’s traffic. Some 8,000 miles 
of lines traverse the northwestern 
states from Duluth, Minneapolis 
and St. Paul to Puget Sound and 
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into Canada. With terminals in 
California and Minnesota, San Fran- 
cisco is served and part ownership 
in Chicago, Burlington & Quincy 
Railroad gives access to St. Louis, 
Chicago, New Orleans and Mobile. 

Past financial operations have re- 
duced fixed charges, funded debt and 
bank debt. To handle increased 
traffic, equipment has been kept in 
good repair and is above average. 
Earnings have been making good 
progress and approximately 20 per 
cent of total income accrued from 
other investments. Great Northern 
is one of the few roads that has been 
able to maintain a strong financial 
position throughout depression 
years. Net income in 1940 came to 
$4.08 a share, against $3.47 in 1939 
and exceeds the $4.05 earned in 
1937. The year ahead promises to 
do as well, with iron ore tonnage 
equal to or even better than 1940, 
while conditions in the Spring wheat 
belt, served by the system, are the 
best in many years. Dividends have 
been meagre because the directors 
preferred to apply earnings toward 
elimination of debt and strengthen- 
ing of financial position. The 50 
cents paid in December was the first 
since 1937 and as future earnings 
permit, regular payments will be 
made. Naturally, a steady income 
basis for the preferred stock would 
expedite bond conversion. A prom- 
ising outlook and dividend pros- 
pects make Great Northern Railway 
one of the most desirable of the rails. 





Ingersoll-Rand 


I am not taking anything for granted in 
1941—thanks to my experience in 1940. That 
1s why I am sending you a list of my stocks, 
one at a time, beginning with Ingersoll-Rand, 
of which I have 50 shares acquired at 121. 
In the light of new developments, heavy tax 
burdens to which companies like Ingersoll- 
Rand will be subjected, and the close regula- 
tion imposed on production essential to de- 
fense . . . would you kindly inform me 
whether the income prospects for Ingersoll- 
Rand would indicate maintenance, reduction 
or increase of its dividend rate for 1940? 
Also—in view of the fact that I still show 
a paper loss of 124 points per share, can 
you tell me how you evaluate the apprecia- 
tion possibilities of this stock? I should like 
complete but brief information on sales on 
hand, costs, facilities which would bear out 
your conclusions. Thank you.—L. K., Miami, 
Florida. 


Machinery, a capital goods indus- 
try with nearly all of its output used 
in the manufacture of other prod- 
ucts, experiences wide _ cyclical 


swings between periods of prosper- 
ity and depression. The export of 
industrial and _ agricultural ma- 
chinery is an important contribu- 
tion to sales. Today the industry 
enjoys a prosperity of boom pro- 
portions as a consequence of the 
National Defense Program. Only 
unexpectedly drastic increases in 
normal and excess-profits taxes may 
alter prospects for favorable earn- 
ings comparisons in most cases. Ris- 
ing costs of labor and materials have 
been absorbed by production econ- 
omies due to larger volume but 
further rises, particularly in labor 
costs, may necessitate moderate 
price advances. Peak and _ near 
peak earnings levels, however, may 
become impenetrable since prospects 
are limited by threats of higher 
taxation. Priorities and export con- 
trol will confine many activities to 
defense needs and so restrict earn- 
ings to some extent. 


Ingersoll-Rand manufactures air 
and gas compressors, oil and gas 
engines, rock drills, pneumatic tools, 
turbo-blowers, air-conditioning and 
refrigeration equipment and a com- 
prehensive list of mining, quarrying 
and tunneling machinery. Plants 
are located in Phillipsburg, New 
Jersey; Athens and Easton, Pennsy]l- 
vania; Painted Post, New York; 
Manchester, England; and _ Sher- 
brook, Quebec. Serving world-wide 
markets are thirty-one branch of- 
fices in the United States, eight in 
Canada and seventeen elsewhere. 
Foreign sales, including 10 per cent 
to Canada, are about 40 per cent of 
total. Costs, controlled by an ef- 
ficient management; adequate profit 
margins; growing construction, min- 
ing and industrial activity’ permit 
expansion of sales volume and net 
gains. 

Capitalization consists of: Funded 
debt—none; 25,255 shares ($100 
par) non-redeemable $6 cumula- 
tive preferred stock; and 974,130 
shares of no par common stock. 
Despite the substantial inventories 
required for world-wide operations, 
a goodly part of a huge working cap- 
ital is kept in cash. Earnings for 
1940 estimated at $7 to $8 per share 
and continued improvement in 1941 
favor the outlook for this concern. 
A high rate of general industrial ac- 
tivity and a steady demand for ma- 
chinery from the oil, chemical, util- 
ity, mining and other industries, bol- 
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stered by the merchant marine and 
naval building programs, are fac- 
tors indicating further gains. Ad- 
vantageous selling prices and main- 
tenance of good profit margins prom- 
ise adherence to a rather liberal 
dividend policy. Strongly  en- 
trenched in trade and financial po- 
sition, Ingersoll-Rand’s progress 
should be satisfactory. 





Tennessee Corp. 


Do your analysts include Tennesse Corp. 
among those low priced stocks with outstand- 
ing appreciation possibilities? I thought I 
was using considerable foresight when I 
bought into this chemical company some 
time ago at 1744. My holdings amount to 50 
shares. While I am encouraged with the 
resumption of dividends, I am anxious to 
know to what extent Tennessee Corp. can 
benefit from the industrial arms boom—the 
outlook for its main source of income from 
the agricultural markets—and how the com- 
pany is expected to respond marketwise early 
this year. How vulnerable is Tennessee 
Corp. to new taxes? Your advice on what 
action I should take on these shares will be 
appreciated. —S. E., Chicago, Ill. 


Chemical sales in 1940 averaged 
about 10 per cent above the best 
year on record and early 1941 indi- 
cations point to a 15 per cent in- 
crease over a year ago, while the full 
year should show new records made. 

In spite of the bright pros- 
pects net income of many companies 
may only hold at 1940 levels as tax 
rises are expected to restrict profits. 
Therefore, the market action of 
chemical shares will not be spectac- 
ular and, while some may be attrac- 
tive as investment holdings, are 
very speculative, offering little ap- 
preciation possibilities. 

Tennessee Corp. is a smelter of 
copper-bearing sulphide ores and its 
main products are sulphuric acid, 
iron sinter and copper. Some of the 
acid is converted into fertilizer, 
amounting to about one-third of the 
output, sold in southern and mid- 
western markets. A greater propor- 
tion of the acid is sold to steel, tex- 
tile and chemical concerns, as well 
as to other fertilizer companies. 
Southern blast furnaces use iron sin- 
ter and part of the copper goes into 
copper sulphide fungicides and in- 
secticides. Gradually declining in 
importance, fertilizer products re- 
main the largest single factor con- 
tributing to earnings but are vulner- 
able to price fluctuations. Activity 
in southern blast furnaces determines 
sales of iron sinter; copper sales 
vary with erratic prices for the 
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metal; and general industrial trends 
influence volume in sulphuric acid. 
Earnings are irregular because of 
uncertain copper and fertilizer prices 
and limited profit margins, while 
some progress has been made toward 
diversifying sources of income. 

Net income in 1940 may come to 
$1.50 a share or better and a good 
rate maintained in 1941. At pre- 
vailing earnings levels, continuation 
of dividend payments on a 25-cent 
quarterly basis is a reasonable ex- 
pectation. A steadily growing de- 
mand for its products, a rising farm 
and industrial income, and an ex- 
panding defense program, augur 
well for this small chemical com- 
pany. Based on invested capital 
option, liability to excess-profits 
taxes is considered negligible. The 
financial position is satisfactory and 
capitalization consists of some $3,- 
092,500 funded debt, including ser- 
ial notes, and 853,696 shares of $5 
par common stock. The potential 
earning power and its relation to 
market price would seem to suggest 
that the shares of Tennessee Corp. 
possess a fair degree of attraction. 





Penick & Ford 


What is responsible for Penick & Ford's 
poor showing of late? I know that this com- 
pany responds quickly to the adverse effects 
of high agricultural prices—yet with business 
and consumer activity such as it is, I should 
think higher raw material prices would be 
more than offset. To assure me that there 
is nothing fundamentally wrong with this 
company would you kindly answer these 
questions: How are sales currently running 
in its corn products division—molasses—cane 
—-maple and dessert powders? What is the 
status of the company’s inventories of low 
cost raw materials? What about competition? 
Is a more favorable first quarter anticipated? 
For an investor interested in sustained in- 
come and a fair degree of appreciation would 
you advise retention? My investment equals 
50 shares at 54.—R. S. E., Washington, D. C. 


Little effect of war will be felt by 
most food companies since sales and 
earnings are usually stable. Popu- 
lation growth, larger exports, new 
products and changes in public de- 
mand will not alter materially sales 
volume. Nor are earnings influenced 
by cyclical factors but rather by 
changes in competitive conditions 
and fluctuations in raw material 
prices. Increasing competition, 
smaller profit margins, Government 
regulation and political pressure all 
contribute to the difficulties in many 
food lines. Growth possibilities are 
limited and while steady profits are 
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characteristic of the industry, much 
is still desirable before stocks in this 
group become outstanding. 

Penick & Ford, Ltd., is a leading 
producer of corn starches, sugars 
and syrups. By-products are stock 
feed, molasses, corn and maple syrup 
and My-T-Fine desserts. Bulk re- 
fined products make up about one- 
third, stock feed approximately an- 
other third, and packaged goods the 
remainder of output. Confectioners 
and bakers are the principal outlets, 
while cotton and rayon textile mak- 
ers also take large quantities. Ex- 
ports may assume a somewhat larger 
proportion. 

Profit margins are restricted by 
higher costs of corn, which is the 
principal expense item. Prices on 
the company’s packaged foods can- 
not be raised proportionately or as 
quickly and competition from cane 
sugar derivatives and other sources 
puts its bulk products at a disad- 
vantage. The company’s only corn 
products plant is located at Cedar 
Rapids, Iowa; cane and molasses 
plants are located at Harvey, Louis- 
iana, and Columbus, Georgia; and a 
maple and blended syrup plant is in 
Burlington, Vermont. 

In the past several years, with the 
exception of 1937, earnings have 
held at a level under 1928-30 marks. 
Dividends have been liberal, often 
exceeding earnings, and _ financial 
position is particularly strong. Earn- 
ings above dividend disbursements 
and reserves are utilized in expan- 
sion and modernization of plants 
and in the purchase of the com- 
pany’s own stock. Last summer high 
corn prices obliged Penick & Ford 
to raise prices on bulk starches, dex- 
trine and corn syrup, yet the com- 
pany has not benefited by rising 
industrial activity. Further adjust- 
ments necessary under the Second 
Revenue Act of 1940 added to a de- 
clining trend to bring net income 
for the quarter ended September 30, 
1940, down to 37 cents a share, com- 
pared with 93 cents per share for 
the same quarter of 1939. Net profit 
for the first nine months of last year 
equaled $1.64 a share, against $2.47 
a share in the previous year. 

At present there are 396,000 
shares of no par common stock out- 
standing and not preceded by any 
funded debt. For an investor inter- 
ested in sustained income, retention 
is advised, but attractive apprecia- 
tion possibilities are lacking. 
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Superheater Co. 


25% is the price I paid for my 100 shares 
of Superheater, and I am now contemplating 
averaging with an additional purchase of 75 
shares at current prices. Before I do so, 
however, I would like your advice on the 
appreciation possibilities of this stock— 
whether a near term return to its 1940 high 
of 27% appears likely. Is it expected that the 
increase in sales volume will sufficiently offset 
higher taxes to enable earnings to rise above 
the estimated $1.50 per share for 1940? From 
which of the company’s markets—industrial— 
railroad—utility—marine—is the major por- 
tion of its business coming? On which does 
production prove the most profitable? To 
what extent has Superheater felt the effects 
of priorities . . . higher costs? Since a pur- 
chase of a considerable amount of stock de- 
pends on your decision, will you please give 
this inquiry your most careful attention?— 
Mrs. R. F., Pittsburgh, Pa. 


Two previous discussions on these 
pages, one on Ingersoll-Rand and 
the other on Babcock & Wilcox, 
brought out the fact that most capi- 
tal goods industries are recording 
peak levels of business activity, the 
greater part of which is due to the 
National Defense Program. The 
general earnings outlook is bright 
and production economies resulting 
from larger volume are able to ab- 
sorb rising labor and material costs. 
However, further rises, particularly 
in labor costs, may necessitate some 
price advances. Higher excess-profits 
and normal taxes too will influence 
future earnings, while priorities and 
export controls will restrict activi- 
ties to defense needs, which may 
also have an adverse effect on earn- 
ings comparisons. 


Superheater Co. is the largest 
manufacturer of locomotive super- 
heaters, steam water heaters, econo- 
mizers, heat exchangers and the 
like. The main plant is in East Chi- 
cago, with subsidiaries in England, 
France and Canada providing for- 
eign outlets. Superheaters for ships 
and an expanding market for marine 
equipment should bolster future 
earnings. The time necessary elaps- 
ing from date of contract to com- 
pletion causes an earnings lag, 
while profit margins depend upon 
rising orders to limit unit costs. 
Additional income is received from 
other large investments. A 74 per 
cent ownership in Combustion En- 
gineering Co. represents an interest 
in steam power equipment for utility 
and industrial use, pulverized coal 
burning systems, pulp milling ma- 
chinery, drying, grinding and in- 
cinerator equipment, fabricator, tank 


and pressure vessels. Lummus & 
Co. (40 per cent owned) make oil 
and chemical refining apparatus. 

Combustion Engineering Co. has 
been an important factor in the re- 
cent rise of business. Steam power 
equipment, required by the public 
utility and other industries, has 
swelled last year’s earnings and built 
up a backlog of nearly $20,000,000. 
Although hit by excess-profits taxes, 
its contribution to total net income 
will approximate $300,000, as against 
a loss of some $380,000 in 1939. 
National defense requirements make 
further additions necessary to utility 
and industrial plants, all of which 
favor the outlook for this subsidiary, 
and consequently for the parent 
company. 

Net income, for the nine months 
period ended September 30, 1940, 
was $1.01 a share, against 49 cents 
for the same period of 1939. Earn- 
ings for the full year 1940 are ex- 
pected to be between $1.40 and 
$1.50 a share, which compares with 
66 cents for 1939. Assuming that 
actual figures run close to estimates, 
it would prove the company’s best 
year since 1937. A liberal dividend 
policy will probably be continued 
and should cover, at least, the regu- 
lar payment. Working capital is 
adequate for present needs and the 
904,855 shares of common stock are 
the only outstanding issue. Besides 
a heavy backlog, large orders for lo- 
comotive superheaters are antici- 
pated while marine, utility and in- 
dustrial demand should exceed levels 
of a year ago. Naturally, taxes and 
higher labor costs always remain a 
threat but may be offset by increas- 
ing sales volume. Benefiting from 
prosperity in heavy industries and 
as one of them, the shares of Super- 
heater Co. are an attractive specu- 
lation. 





P. Lorillard 


Would you advise selling my 200 shares 
of P. Lorillard which I purchased at 26%? 
What are the possibilities that the 1940 
downtrend in earnings will be reversed over 
coming months? Is advertising still being 
“soft-pedalled” on Old Gold cigarettes? I 
question the advisability of such a policy at 
a time when consumer purchasing power is 
increasing. Are leaf tobacco prices lower— 
and is the company’s inventory position such 
as to take advantage of them? Have whole- 
sale prices of Lorillard brands other than 
Sensation, been increased? How do your ex- 
perts appraise the effects of higher taxes on 
earnings? Do you believe it will make a fur- 
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ther reduction in dividends necessary? In 
your answer kindly give me definite advice 
—whether to sell now—hold temporarily. 
Appreciation as well as income is my objec- 
tive—D. P., Louisville, Kentucky. 

The difficulty facing the tobacco 
processors today is the probability 
of higher taxes as the industry’s 
share of the national defense burden, 
while not benefiting directly from 
any armament business. Relatively 
low cost of tobacco and consump- 
tion increases, a result of growing 
consumer purchasing power, are 
favorable factors but are not ex- 
pected to offset higher levies and 
for this reason most concerns may 
report lower earnings. Stock prices 
reflect the uncertainties of growth 
and appreciation prospects but 
rather secure dividends provide ap- 
peal on a yield basis. 

P. Lorillard & Co. produces all 
tobacco products except snuff. Im- 
portant cigarette brands are: “Sen- 
sation,” “Deities,” “Old Gold” and 
the new “Beechnut.” Smoking mix- 
tures include: “Friends,” “Briggs,” 
and “Union Leader.” “Between the 
Acts,” “Rocky Ford” and “Muriel” 
are the better known cigars. Other 
products are “Beech-Nut” and “Bag 
Pipe” scrap tobaccos. 

The new policy of related adver- 
tising budgets to sales and earnings 
of each brand caused “Old Golds” 
to drop to fifth place but has also 
reduced unprofitable expenditures 
and improved outlook. “Old Golds” 
were first introduced in 1928 and 
became profitable only in 1937. 
Since then profits have varied with 
changes in promotional outlays and 
introduction costs of new products. 

Earnings of the company for 1940 
are reported at $1.69 a share after 
normal taxes. Equal to 1939, it will 
be noted, a trend is indicated but 
the $1.20 dividend appears safe. 
Computed on the invested capital 
basis, maximum exemption from ex- 
cess-profits taxes is approximately 
$1.55 a share, which is not a par- 
ticular threat. Working capital posi- 
tion has been kept sound. Capitali- 
zation consists of: $5,546,750 7% 
debentures due in 1944; $6,195,450 
4% debentures due in 1951; 98,000 
shares ($100 par) non-redeemable 
$7 cumulative preferred stock; 1,- 
871,884 shares ($10 par) common 
stock. While none of the tobacco 
group is particularly promising for 
appreciation, stability of income is 
the prime attraction in the shares of 
P. Lorillard & Co. 
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U. S. Industrial Alcohol 


My 75 shares of U. S. Industrial Alcohol 
cost me 26%. Currently selling close to its 
1939-40 high, I would like to know how your 
analysts appraise this stock’s appreciation 
prospects now? How do sales of alcohol for 
anti-freeze in the current winter season com- 
pare with previous years? Is the market 
price outlook for alcohol favorable? To what 
extent have sales and earnings of the com- 
pany’s chemical products been stimulated by 
the U. S. Defense Program? Is it probable 
that the increased demand for industrial al- 
cohol will be maintained in 1941—or has 
industry amply taken care of the needs as a 
result of forward buying during the past 
year? Are any of the company’s new chem- 
ical products such as synthetic resin used in 
actual munitions production? Is the com- 
pany receiving U. S. Government orders?— 
I. P., Chicago, Illinois. 


During the December quarter, the 
period of automobile anti-freeze 
sales, alcohol producing companies 
realize the maximum volume of busi- 
ness. For this reason, earnings for 
the six months ending in March, 
1941 for U. S. Industrial Alcohol 
should double the 99 cents for the 
half year ending September 30, 1940, 
bringing total net for the fiscal year 
clese to $3 per share after taxes. 
Earnings for the calendar year 1939 
were $1.09 before extraordinary 
charges, while a net loss was in- 
curred in 1938. Improved demand, 
above surplus supplies, and a higher 
price level, with no sharp increases 
likely, are expected to augment 
profit margins in the coming year. 

At one time, industrial alcohol en- 
joyed a unique position, being the 
only chemical of the group to enjoy 
large sales volumes. In recent years, 
it has met strong competition from 
other products, such as ethylene 
glycol, known as Prestone and syn- 
thetic wood alcohol, or methanol. 
These inroads account for a decline 
in sales of ethyl alcohol as an anti- 
freeze. Though still dependent to a 
large extent on this phase of its 
business, U. S. Industrial alcohol is 
diversifying its activities. Late in 
1938 the company entered the plas- 
tics industry and began the manu- 
facture of cellulose acetate. It also 
acquired two producers of resin, 
namely Robert Rauh, Inc. and 
Strook & Wittenberg. Two new 
plants were constructed in 1940 and 
further expansion in its chemical 
division is probable shortly with the 
opening of a new alcohol resin plant, 
and later in the year, the placing in 
operation of a synthetic resin plant. 
It now sells many products to other 











PREFERRED STOCKS 
with large 
BACK DIVIDENDS 


5 Issues with Unpaid Accumu- 
lations up to $46 a Share 


NEW Special Report ana- 

lyzes five preferred stocks 
backed by rapidly rising earn- 
ings which give promise of 
ultimate payment of large divi- 
dend accumulations. Two of 
these issues, selling around 60, 
paid over $6 a share last year, 
to yield better than 10%. 

You can obtain analyses of 
these 5 interesting situations by 
sending for the latest UNITED 
OPINION Bulletin. 
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CHRYSLER let DE SOTO 
DODGE PLYMOUTH 


YOU GET THE GOOD THINGS FIRST FROM CHRYSLER CORPORATION 








DIVIDEND ON 
COMMON STOCK 


The directors of Chrysler Corporation 
have declared a dividend of one dol- 
lar and fifty cents ($1.50) per 
share on the outstanding common 
stock, payable March 14, 1941, 
to stockholders of record at the close 
of business, February 24, 1941. 


B. E. HUTCHINSON 
Chairman, Finance Committee 














MOTOR WHEEL 
CORPORATION 


DIVIDEND NOTICE 


LANSING, MICHIGAN 
FEBRUARY 3, 1941 
The Board of Directors today de- 
clared a quarterly dividend of forty 
cents (40c) per share on the common 
stock payable March 10, 1941 to 
stockholders of record at the close 
of business February 21, 1941. 
C. C. Carton, 
Vice-President and Secretary. 











Dividends from 


plastic companies. 
holdings in National Distillers and 


Air Reduction, rentals, royalties, 
service fees, a minority interest in 
“Sterno” canned heat, and miscella- 
neous receipts constitute a good 
backlog of extra income. 

Its industrial and commercial al- 
cohols with their derivatives are used 
as a raw material and solvent. in the 
production of chemicals, drugs, phar- 
maceuticals, rayons, lacquer, varnish 
and dye-stuffs. Among other prod- 
ucts are insecticide ingredients, vi- 
tamin concentrates and potash fer- 
tilizer components. Growing de- 
mand for alcohol as a result of 
greater industrial activity aided by 
the National Defense Program; plas- 
tics requiring more of methanol pro- 
duction; ammonia, produced by 
plants making methanol, for muni- 
tions; and a possible utilization of 
ethyl alcohol for smokeless powder 
are all factors favoring the industry 
today. The wider uses of its prod- 
ucts may make it possible to utilize 
idle distilling capacity, reducing 
over-all costs and enhancing profit 
margins. 

Not preceded by any funded debt 
or preferred stock, the 391,238 shares 
of common stock outstanding pos- 
sess the only lien on earnings and 
assets. The interest in National 
Distillers and Air Reduction, plus 
latest figures on current assets, of- 
fer a margin of $19 a common share 
in excess of current liabilities. A 
promise of further gain and some 
possibility of dividends, added to 
the factors already mentioned, lend 
a fair measure of speculative appeal 
to the shares of U. S. Industrial 
Alcohol. 





Champion Paper & Fibre Co. 


Do your security analysts see a near term. 
return to 30% (1940 high) for Champion 
Paper & Fibre? I understand paper mill 
operations are expected to average approz- 
imately 90 per cent of capacity in 1941 and 
would like to know whether orders on hand 
and anticipated for Champion indicate that 
its production should equal the industry’s 
average or better? How are sales and earn- 
ings in the company’s book, paper and maga- 
zine paper lines expected to be affected by the 
increase in 1941 advertising appropriations? 
Are profits from the company’s new craft 
mills contributing importantly to earnings? 
Is the company again finding a large market 
for its pulp production, despite increasing 
exports of pulp into the U.S. from Canada? 
1t what levels are pulp prices now? Are 
prices of bool:, sulphite and kraft papers 
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such tv allow wider profit margins? I have 
100 shares of Champion Paper & Fibre—ac- 
quired at 34 some time ago and would be 
vitally interested in knowing what your 
analysts think of the chance of getting my 
money back or better very soon—L. &., 
Boise, Idaho 

A 90 per cent of capacity rate in 
paper mill operations is indicated for 
the first quarter of 1941. A year ago, 
the figure stood at 87 per cent, while 
for the whole of 1940, the average 
will be about 4 per cent above 1939. 
No sharp buying spurt, such as oc- 
curred in September 1939 and in 
the Spring of 1940, is looked for but 
demand has improved gradually and 
should continue so in sympathy with 
generally better business to come. 
Where once a shortage of wood pulp 
threatened, imports from Canada 
and heavier domestic output has 
eliminated this danger. Prices, per- 
mitting even marginal producers a 
reasonable profit, keep production 
near capacity and promise pulp sup- 
plies adequate for existing needs. 
Prevailing high levels, however, are 
contingent upon war and the situa- 
tion can easily reverse itself, at least 
temporarily, if hostilities should sud- 
denly cease. A lifting of the block- 
ade of the Scandinavian countries 
would release exports of foreign pulp, 
to the detriment of domestic con- 
cerns. 

Along with substantial earnings, 
comparable to a year ago, many 
companies will feel the weight of ex- 
cess-profits taxes. Champion Paper 
& Fibre, with their own pulp supplies 
and able to sell to others, are better 
prepared to cope with conditions and 
to forge ahead. A report, covering 
the twenty-eight weeks period end- 
ing November 10, 1940, reveals the 
favorable position of the company 
and shows earnings at $1.63 (after 
provisions for flood losses) against 
86 cents (including $401,756 pro- 
ceeds from life insurance) a year 
ago, or almost a one hundred per 
cent increase. As long as price and 
demand levels find good support, the 
fiscal year ending April 30, 1941 can 
exceed the $2.25 per share earned 
in the 1939-40 period. Dividends 
in 1940 totaled 90 cents a share on 
the common, and at present the issue 
is paying at the rate of 25 cents quar- 
terly, which may be increased mod- 
erately during 1941. 

The company is a leading pro- 
ducer of book or white paper and 
among a varied line of specialties 


are milk containers, butter cartons, 
cardboard and_ postcard boards, 
Mills at Hamilton Ohio and Canton, 
North Carolina have a capacity of 
225,000 tons annually. Pulp is pro- 
duced at the mill in Houston, Texas, 
operating since 1937, as well as in 
Canton. The North Carolina plant 
with a capacity of 65,000 tons, makes 
a bleached sulphate pulp from south- 
ern pine, effecting a substantial sav- 
ings in cost of pulp formerly ob- 
tained from the Ohio mill. The new 
$4,000,000 mill opened in June 1940, 
also in Houston, produces 35,000 
tons annually, the greater part of 
which has been sold to Time, Inc. 
under a five-year contract. 

Sales and earnings have always 
been cyclical, registering a dollar 
sales gain of almost one hundred per 
cent between 1932-33 low and 1936- 
37 top. Depression conditions are 
quickly reflected in sales and profits, 
as borne out by the 1937 and 
1938 reports. Under the stimulus 
of record sales, the $2.25 earned on 
the common stock in 1939 almost 
equalled the 1936 high of $2.34 a 
share. 


Capitalization consists of $9,300,- 
000 debenture 434s due 1950; bank 
loans $1,107,150; 87,793 shares of $6 
cumulative preferred stock and 550,- 
700 shares of common. Reasonably 
priced on earnings prospects, Cham- 
pion Paper & Fibre Co. shares are 
one of the more promising in the 
paper group. 





Babcock & Wilcox 


I am calling upon your security analysts 
to confirm information I have secured from 
another source regarding the appreciation 
prospects of Babcock & Wilcox. I own 100 
shares of this stock purchased at 29% 
Would you say that in rising from its 1940 
low of 18%4 this stock has amply discounted 
new earnings possibilities from the sharp 
increase in shipbuilding construction? Do you 
know what orders Babcock & Wilcox has 
received since the announcement of the Navy 
and Maritime Commission’s plan to build 200 
cargo boats? What is the actual extent of 
unfilled orders now? How long before the 
company can work off these backlogs in 
terms of production and deliveries? Are plant 
additions completed in 1939 sufficient to 
handle increased production requirements? 
In spite of taxes and rising costs, should the 
company be able to improve earnings sub- 
stantially above 1940? Your advice will be 
appreciated—B. L., New Orleans, La. 


As pointed out in a discussion on 
Ingersoll-Rand appearing on page 
612, machinery is a capital goods 
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offering you... 


Data under 26 separate headings— 
including: 


rnin A summarized conclusion 
Ea gs Prospect of the salient factors af- 


fecting industrial position under the new U. S. economy 
. . Corporate earnings prospects based on current sales 
and orders ahead. 


4-Year Record of Earnings—®eo'? 9 
past per- 


formance in recovery and depression years. Te give you 
an accurate evaluation of per share earnings, wherever 
changes in capitalization have been made, earnings have 
been adjusted to present shares outstanding. 


Position Under New Taxes—!™ ating for 


portant company, according to degree of vulnerability to 
Excess Profits Taxes and Normal Taxes. 


5 Year Dividend Average—!938-1939- 


1940 Dis- 
bursements — Latest 1941 Payments — 
Average for the five most significant years from 1935 
through 1939 . . . adjusted to the company’s present 
capitalization. The dividend record for the decisive years 
of 1938, 1939, 1940 and to date in 1941 enables you to 
match disbursements with earnings . . . clearly estab- 
lishing the trend. 


Financial Strength—!dicates the soundness 
of the company’s finan- 


cial status as shown by present working capital and ratio 
of assets to liabilities. 


10-Year Price Range—Sives you the spread 
of market prices for 


the securities in which you are interested from 1929 
to 1938. 


Final Investment Rating—? ute - — - 


from the broad basis of investment calibre depending on 
the record of earnings, dividends, financial position, man- 
agement and competition in the industry and factors in- 
dicating possibilities for growth—and on the other by 
the present trend of earnings and future outlook. 


Under Today’s Conditions 





THIS INVALUABLE MONTHLY SERVICE NOW ONLY $2.50 A YEAR 
The Magazine of Wall Street, 90 Broad Street, New York, N. Y. 
Enter my subscription to "THE POCKET STATISTICIAN" as checked. 


— A New, Complete Compilation of 


1542 Leading Common and 


Preferred Stocks Listed and Rated for 


Quick, Accurate Reference 


e The Pocket Statistician’’ does away with the 
tedious job of searching through many sources 
of material—the necessity of plowing through 
earnings reports and statements of companies 
to find their current status and investment pos- 
sibilities under today’s unprecedented influ- 
ences. 


e In this 96-page pocket size handbook, printed 
and arranged for reference at a glance, you will 
find all of the pertinent figures and facts on 
every leading common and preferred stock on 
the New York Stock and Curb Exchanges—as 
well as the important bank and insurance 
stocks. 


e Listed, as well, are the summarized conclu- 
sions of our business and security analysts on 
the present and future prospects for both the 
industry and the individual company in which 
you are interested. 


e Don't miss this splendid opportunity to avail 
yourself of this monthly service. You may sub- 
scribe to “The Pocket Statistician” alone, or in 
conjunction with The Magazine of Wall Street. 
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industry. As such, it experiences 
wide cyclical swings in business 
and is today participating in a pros- 
perity of boom proportions due 
mostly to the National Defense Pro- 
gram. The earnings outlook is es- 
pecially bright in most cases and 
although rising costs of labor and 
materials ean be absorbed by pro- 
duction economies resulting from 
larger volume, further rises, particu- 
larly in labor costs, may call for 
moderate price advances. Then, 
too, drastically higher excess-profits 
and normal taxes may alter earnings 
comparisons, while priorities and 
export controls will restrict activities 
to defense needs and influence prof- 
its adversely. 

Babcock & Wilcox Co. manufac- 


tures water tubes, steam boilers 
(marine and_ stationary), econo- 
mizers, superheaters, fuel pulver- 


izers, complete power plants, heavy 
machinery and machine parts. The 
Bailey Heater Co., wholly owned, 
makes steam flow and fluid meters 
and combustion-control units. A 40 
per cent interest is held in Lummus 
Co., producers of alcohol, oil and 
chemical refining machinery. Indus- 
trial orders usually constitute half 
the business, while utility and ma- 
rine demands make up the re- 
mainder. Facilities are well suited 
to supply Naval and_ industrial 
power equipment required for war 
purposes. Industrial plant expan- 
sion determines sales volume, while 
purchases of utility companies are 
another factor. The present need 
for oil tankers and, recently, Gov- 
ernment attention directed to a 
larger navy and merchant marine 
will definitely influence future earn- 
ings. The time necessary to pro- 
duce and install equipment, how- 
ever, results in an earnings lag but 
will keep operations at a high level 
for some time. 

A good backlog and favorable 
prospect for new business from in- 
creased shipbuilding activities, par- 
ticularly by the U. S. Navy, prom- 
ise a rise in earnings for 1941 above 
the $3.80 a share estimated after 
taxes for 1940. In 1939 the com- 
pany earned $1.74 per share and 
showed a deficit in 1938. Demand 
for boilers, stokers and power equip- 
ment from the utility and other in- 
dustries benefits this company. Divi- 
dends were resumed in 1940 and a 
total of $1.40 was paid which, in our 
opinion, indicates a similar policy to 
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be pursued in 1941. In 1939, $215,- 
000 was spent for facilities and an 
additional $168,000 authorized for 
improvements in 1940. Unfilled or- 
ders carried over into 1940 were 50 
per cent greater than in the previous 
year and since then a satisfactory 
rate of increase has been main- 
tained. Working capital is suffi- 
ciently in excess of short-term in- 
debtedness to be satisfactory. The 
671,970 shares of capital stock rep- 
resent the sole lien on earnings and 
assets. Selling a few points below 
the 1940-41 high, the stock enjoys 
a fair degree of speculative appeal. 





As I See I! 





(Continued from page 567) 


man power intact. This has so 
aroused the admiration of the Arab 
population that it has won their 
enthusiastic support in the struggle 
against Nazi domination of Africa. 
Here the resentment against the 
Nazi theory of race superiority has 
been smoldering for a long time. 
The evidence of what the Nazis in- 
tend to do with the conquered 
peoples they would enslave, which 
was made so clear this past year, 
has brought the hatred seething in 
the hearts of these Semitic peoples 
out into the open—attaching them 
in a crusading spirit to the cause of 
the victorious Britons. 

The only fly in the ointment is 
Russia who, while attempting to 
profit regardless of whoever wins, 
seems, by recent events (to which 
IT called attention in the past three 
issues), to be working for a German 
victory. 

To recapitulate, the devastation 
in Europe has now become fertile 
soil for Stalin Absolutism. I do not 
say Communism because Com- 
munism has not existed since its 
proven failure in Russia. The Rus- 
sian Government today is an Abso- 
lutism from the bottom up and be- 
cause the Nazi hegemony is an 
Absolutism from the top down, to- 
day, therefore, the two regimes are 
politically practically alike. 

Economically as well, Russia can 
well fit into Hitler’s proposed new 
order in Europe as a result of the 
eclipse of Italian power. For the 
past 22 vears the Russians have 


been striving to set up an industrial 
economy and they have failed de- 
cisively for three reasons: (1) be- 
cause Russia destroyed her own 
technical brains in the revolution; 
(2) because the Russian people as a 
whole are not mechanically minded; 
(3) because events have shown that 
a bureaucracy is not capable of 
organizing an economy when it does 
not have the cooperation of free men 
using their own initiative under the 
incentive of a profit system. Russia 
has got to do something about put- 
ting all this cheap labor to work if 
Stalin is to prevail. 

How much longer the Russian 
people can stand up under the stary- 
ation of the Stalin regime without 
exploding, I do not know. But I do 


‘know that ideas of improved condi- 


tions of the masses under economic 
systems abroad, with its greatly in- 
creased productivity over the Rus- 
sian way, must have filtered in to 
the people back home when Russian 
soldiers first came into contact with 
the west. Up to that time they 
were familiar only with the Chinese 
situation—an economy resting on 
the same subsistence level as that 
of Russia. 

In view of this new situation, 
Stalin may revert to the way of life 
that existed under the Czars which 
was mainly agricultural and in 
which the industrial workers num- 
bered only about eight million. For 
he has, by conquest and Hitlerian 
gifts, reestablished the old frontiers 
of Czarist Russia. 

The textile and manufacturing in- 
dustries of Poland are once more 
under his control as are the financial 
and industrial brains of the Baltic 
States from which greater Russia 
was dominated under the previous 
regime. 

Under the renewal of this type of 
economy Russia can become the 
granary for Hitler’s new order in 
Europe as well as the raw material 
producer due to her great mineral 
wealth. This would be essential to 
Hitler if he is to develop Europe 
into an economic entity and make 
use of the great industrial capaci- 
ties of Belgium, Holland, northern 
France, the Sudetan area of former 
Czechoslovakia, etc., which he can- 
not adapt to agricultural exploita- 
tion. Failure to recognize this con- 
stitutes the great mistake of the 
“infallible” economic minds of Nazi 
Germany. 
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That Russia seems to have lined 
up in Hitler’s new European order 
has been made evident again cur- 
rently. This time it was by her 
refusal to come to the support of 
Bulgaria and by the hesitation of 
Turkey to restate her position—that 
she will attack if the Nazis enter 
Bulgaria. 

Yet in spite of this active Russian 
assistance, Hitler is far from secure 
in the Balkans. For as a result of 
the African victories on all fronts, 
Britain is in a position to shift 


troops—particularly those she has | 
There is available, | 


held in reserve. 
too, a continuous flow of supplies 
and men from Egypt, Australia and 
India. 

England’s hand will be strong if 
Weygand remains neutral and the 
French fleet merely stands by. It 
should prevent an Axis diversion at 
Gibraltar. However, she 





will be | 


stronger and more able to transfer | 
units of her fleet for the overwhelm- | 
ing support of the British Isles and | 


the Far East if the French decide to 
fight on her side. 
forget that Germany is weakest to 


We should not | 


the south; she must therefore defend | 


an unfortified frontier, and in an 
attempt to keep the war off her soil 


she will be obliged to send troops | 
and materials over wild mountain | 


ranges that do not lend themselves 
to rapid transportation of either 
men or supplies. Already she is re- 
sorting to transport planes which 
can carry only a limited amount of 
men and equipment which in these 
days of blitzkrieg seems inadequate 
and inefficient. 

Germany is weakest on the seas. 
In naval warfare she is at a great 
disadvantage because it requires 
tremendous numbers of bombs to 
produce a few real strikes as has 
been amply demonstrated by the 
Nazi Stuka attacks on the “TIllus- 
trious” which was able, even after 
several days of attack, to move into 
Alexandria under her own power at 


23 knots an hour, with the Germans | 


losing 90 planes out of 150 engaged. 
A prominent naval! expert gives the 


ratio of 25 hits out of 800 as a basis | 


in active fighting at sea. 

To take the offensive against Hit- 
ler in the Mediterranean would 
seriously cut into German effective- 
ness in an all-out attack against the 
British Isles. Hitler has been avoid- 
ing such an engagement in spite of 
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industry. As such, it experiences 
wide cyclical swings in business 
and is today participating in a pros- 
perity of boom proportions due 
mostly to the National Defense Pro- 
gram. The earnings outlook is es- 
pecially bright in most cases and 
although rising costs of labor and 
materials ean be absorbed by pro- 
duction economies resulting from 
larger volume, further rises, particu- 
larly in labor costs, may call for 
moderate price advances. Then, 
too, drastically higher excess-profits 
and normal taxes may alter earnings 
comparisons, while priorities and 
export controls will restrict activities 
to defense needs and influence prof- 
its adversely. 

Babcock & Wilcox Co. manufac- 


tures water tubes, steam boilers 
(marine and_ stationary), econo- 
mizers, superheaters, fuel pulver- 


izers, complete power plants, heavy 
machinery and machine parts. The 
Bailey Heater Co., wholly owned, 
makes steam flow and fluid meters 
and combustion-control units. A 40 
per cent interest is held in Lummus 
Co., producers of alcohol, oil and 
chemical refining machinery. Indus- 
trial orders usually constitute half 
the business, while utility and ma- 
rime demands make up the re- 
mainder. Facilities are well suited 
to supply Naval and _ industrial 
power equipment required for war 
purposes. Industrial plant expan- 
sion determines sales volume, while 
purchases of utility companies are 
another factor. The present need 
for oil tankers and, recently, Gov- 
ernment attention directed to a 
larger navy and merchant marine 
will definitely influence future earn- 
ings. The time necessary to pro- 
duce and install equipment, how- 
ever, results in an earnings lag but 
will keep operations at a high level 
for some time. 

A good backlog and favorable 
prospect for new business from in- 
creased shipbuilding activities, par- 
ticularly by the U. S. Navy, prom- 
ise a rise in earnings for 1941 above 
the $3.80 a share estimated after 
taxes for 1940. In 1939 the com- 
pany earned $1.74 per share and 
showed a deficit in 1938. Demand 
for boilers, stokers and power equip- 
ment from the utility and other in- 
dustries benefits this company. Divi- 
dends were resumed in 1940 and a 
total of $1.40 was paid which, in our 
opinion, indicates a similar policy to 
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be pursued in 1941. In 1939, $215,- 
000 was spent for facilities and an 
additional $168,000 authorized for 
improvements in 1940. Unfilled or- 
ders carried over into 1940 were 50 
per cent greater than in the previous 
year and since then a satisfactory 
rate of increase has been main- 
tained. Working capital is suffi- 
ciently in excess of short-term in- 
debtedness to be satisfactory. The 
671,970 shares of capital stock rep- 
resent the sole lien on earnings and 
assets. Selling a few points below 
the 1940-41 high, the stock enjoys 
a fair degree of speculative appeal. 
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man power intact. This has so 
aroused the admiration of the Arab 
population that it has won their 
enthusiastic support in the struggle 
against Nazi domination of Africa. 
Here the resentment against the 
Nazi theory of race superiority has 
been smoldering for a long time. 
The evidence of what the Nazis in- 
tend to do with the conquered 
peoples they would enslave, which 
was made so clear this past year, 
has brought the hatred seething in 
the hearts of these Semitic peoples 
out into the open—attaching them 
in a crusading spirit to the cause of 
the victorious Britons. 

The only fly in the ointment is 
Russia who, while attempting to 
profit regardless of whoever wins, 
seems, by recent events (to which 
T called attention in the past three 
issues), to be working for a German 
victory. 

To recapitulate, the devastation 
in Europe has now become fertile 
soil for Stalin Absolutism. I do not 
say Communism because Com- 
munism has not existed since its 
proven failure in Russia. The Rus- 
sian Government today is an Abso- 
lutism from the bottom up and be- 
cause the Nazi hegemony is an 
Absolutism from the top down, to- 
day, therefore, the two regimes are 
politically practically alike. 

Economically as well, Russia can 
well fit into Hitler’s proposed new 
order in Europe as a result of the 
eclipse of Italian power. For the 
past 22 vears the Russians have 


been striving to set up an industrial 
economy and they have failed de- 
cisively for three reasons: (1) be- 
cause Russia destroyed her own 
technical brains in the revolution; 
(2) because the Russian people as a 
whole are not mechanically minded; 
(3) because events have shown that 
a bureaucracy is not capable of 
organizing an economy when it does 
not have the cooperation of free men 
using their own initiative under the 
incentive of a profit system. Russia 
has got to do something about put- 
ting all this cheap labor to work if 
Stalin is to prevail. 

How much longer the Russian 
people can stand up under the stary- 
ation of the Stalin regime without 
exploding, I do not know. But I do 


‘know that ideas of improved condi- 


tions of the masses under economic 
systems abroad, with its greatly in- 
creased productivity over the Rus- 
sian way, must have filtered in to 
the people back home when Russian 
soldiers first came into contact with 
the west. Up to that time they 
were familiar only with the Chinese 
situation—an economy resting on 
the same subsistence level as that 
of Russia. 

In view of this new situation, 
Stalin may revert to the way of life 
that existed under the Czars which 
was mainly agricultural and in 
which the industrial workers num- 
bered only about eight million. For 
he has, by conquest and Hitlerian 
gifts, reestablished the old frontiers 
of Czarist Russia. 

The textile and manufacturing in- 
dustries of Poland are once more 
under his control as are the financial 
and industrial brains of the Baltic 
States from which greater Russia 
was dominated under the previous 
regime. 

Under the renewal of this type of 
economy Russia can become the 
granary for Hitler’s new order in 
Europe as well as the raw material 
producer due to her great mineral 
wealth. This would be essential to 
Hitler if he is to develop Europe 
into an economic entity and make 
use of the great industrial capaci- 
ties of Belgium, Holland, northern 
France, the Sudetan area of former 
Czechoslovakia, etc., which he can- 
not adapt to agricultural exploita- 
tion. Failure to recognize this con- 
stitutes the great mistake of the 
“infallible” economic minds of Nazi 
Germany. 
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That Russia seems to have lined 
up in Hitler’s new European order 
has been made evident again cur- 
rently. This time it was by her 
refusal to come to the support of 
Bulgaria and by the hesitation of 
Turkey to restate her position—that 
she will attack if the Nazis enter 
Bulgaria. 

Yet in spite of this active Russian 
assistance, Hitler is far from secure 
in the Balkans. For as a result of 
the African victories on all fronts, 
Britain is in a position to shift 
troops—particularly those she has 
held in reserve. There is available, 
too, a continuous flow of supplies 
and men from Egypt, Australia and 
India. 


England’s hand will be strong if 
Weygand remains neutral and the 
French fleet merely stands by. It 
should prevent an Axis diversion at 
Gibraltar. However, she 





| 
| 


will be | 


stronger and more able to transfer | 
units of her fleet for the overwhelm- | 


ing support of the British Isles and 
the Far East if the French decide to 
fight on her side. We should not 
forget that Germany is weakest to 


the south; she must therefore defend | 


an unfortified frontier, and in an 
attempt to keep the war off her soil 
she will be obliged to send troops 


and materials over wild mountain | 
ranges that do not lend themselves | 


to rapid transportation of either 
men or supplies. Already she is re- 
sorting to transport planes which 


can carry only a limited amount of | 


men and equipment which in these 
days of blitzkrieg seems inadequate 
and inefficient. 

Germany is weakest on the seas. 
In naval warfare she is at a great 
disadvantage because it requires 
tremendous numbers of bombs to 
produce a few real strikes as has 
been amply demonstrated by the 
Nazi Stuka attacks on the “Illus- 
trious” which was able, even after 
several days of attack, to move into 
Alexandria under her own power at 
23 knots an hour, with the Germans 
losing 90 planes out of 150 engaged. 
A prominent naval! expert gives the 


ratio of 25 hits out of 800 as a basis | 


in active fighting at sea. 

To take the offensive against Hit- 
ler in the Mediterranean would 
seriously cut into German effective- 
ness in an all-out attack against the 
British Isles. Hitler has been avoid- 
ing such an engagement in spite of 
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the disaster to his plans on account 
of the Italian military collapse. The 
British should, therefore, be in a 
position to push this advantage and 
they can do so if we will supply the 
necessary ships and planes to sup- 
port the British Isles. 


The Far East 


Here the Japanese member of the 
Axis, after occupying herself in 
Indo-China, is cautiously penetrat- 
ing Siam. She is employing the same 
method that gave her Manchukuo— 
that enabled her to establish her- 
self on the Asiatic mainland. She 
will go on step by step as long as no 
one makes an attempt to stop her. 
Her eyes look longingly at the Neth- 
erlands Indies and Australia. Situ- 
ated as she is her next move can 
easily be Burma or Borneo. She can 
strike swiftly from the Japanese 
Mandate Islands on one side—and 
Indo-China on the other—surround- 
ing and taking the Philippines— 
unless we call a_ halt — because 
neither the English nor the Dutch 
can do so alone. 

The dire effect of a Japanese vic- 
tory on our economy is too well 
known to need further comment. It 
was to circumvent Japanese ambi- 
tions in the Americas themselves 
that we built our decisive navy in 
the Pacific. If the situations were 
reversed and Japan had a dominant 
navy like that of the United States, 
and we were as weak as Japan—and 
had given her the provocation that 
she has given us—the Japanese 
would have attacked the United 
States long ago. 

Chiang Kai-Shek has said that if 
we would let him have 500 planes 
with which to bombard Tokio the 
war in the Far East would end. It 
would be more like 1,000 planes with 
American pilots backed by a strong 
fleet, ready for action and the job 
would be done. ; 

Our two-ocean navy will not be 
complete until 1944. We could ac- 
quire one in 1941 if we acted with 
decision against the Japanese. Know- 
ing Japan’s precarious position we 
can still stop her by firmness on 
our part. At the same time we 
would know that if we had to fight 
her, the victory would be ours. To 
take this step would end _ the 
possibility of further progress by 
the Japanese to whom Germany 
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has sold out the entire white race. 
“All Out" War 


When Joshua made the sun stand 
still and won an overwhelming vic- 
tory over the Canaanites, the Bible 
refers to it as a miracle. To my 
realistic way of thinking, it was be- 
cause Joshua had calculated with 
a mathematical accuracy the timing 
of the eclipse. 

When Belisarius, the Commander 
in Chief of the armies of Justinian, 
routed the vastly superior forces of 
mighty Persia, it was due to his 
sharper wits in gauging his arrogant 
opponent. 

It has been by being just one step 
ahead that Hitler won his early vic- 
tories. It is also why the British 
have maneuvered themselves out of 
their great vulnerability and which 
is enabling them to continue to make 
swift conquests in Africa. And so it 
will be today when the leader who 
sees the light on the horizon will de- 
feat those who think in the past and 
even in the present. 

Axis collaborators—past and pres- 
ent—are moving hither and thither 
at the behest of their master in a 
new war of nerves with the British 
giving blow for blow. 

Hitler cannot count on either 
Spain or France. If the British oc- 
cupy and take Tripoli, they will be 
able to throw strong forces into the 
Near East. The Nazis are acutely 
conscious of this situation and yet 
they seem impotent to prevent such 
a British victory. If the British 
make it necessary for the Germans 
to divert a large portion of their 
Luftwaffe to the Mediterranean, 
Hitler will be unable to concentrate 
a large enough force on the British 
Isles and even make it possible to 
carry out Churchill’s long planned 
offensive in 1941. 

The Pope’s message can be con- 
strued as an effort to point the direc- 
tion of the Catholic countries includ- 
ing Ireland, away from the Nazis. 

Russia’s position was further clari- 
fied when Bulgaria and Yugoslavia 
were obliged to turn an attentive ear 
to Hitler, while the new Turko- 
Bulgarian non-aggression pact gave 
further evidence of Stalin’s co-opera- 
tion. 

In the Far East, Japan is making 
threatening moves as though poised 
for a southward thrust against Singa- 


pore and the Netherlands Indies, 
This is undoubtedly an integral part 
of Hitler’s plan to create the appre- 
hension of an “all out” attack on 
three fronts but actually is a 
dual attempt to have Australia 
halt the transportation of men and 
munitions to the Mediterranean—to 
have the United States reduce her 
vital war aid to Britain which is 
accelerating to a decisive point. 

Britain, from past experience, is 
familiar with the background and 
development of this “war of nerves” 
and will not be taken unprepared or 
by surprise as before. She has coun- 
ter-moved through sending bombers 
to North Malaya and through min- 
ing the sea area off Singapore and 
will continue to maneuver to wrest 
and hold the initiative. Her efforts 
can only be strengthened and made 
more effective by President Roose- 
velt’s recent statement that move- 
ment of our war supplies to Great 
Britain would not be hampered if 
the United States became involved 
in the Far East. 

The war is entering a vital stage. 
We shall see many a touch and 
riposte—with heightening tempo. 
Future developments shall be inter- 
preted and projected with keen in- 
terest. 





Happening in Washington 
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tions, each one of which can be 
done by a person quickly trained for 
a specialized skill, leaving the all- 
around, highly skilled master crafts- 
men free for supervision, inspection, 
and those really few complicated 
jobs which require an experienced 
artisan. Some union men have ob- 
jected to having their life-time oc- 
cupation broken down into parts 
which others can learn in a few 
weeks, but on the whole labor is co- 
operating well in the present tre- 
mendous program of training new 
skilled workers. It may be signifi- 
cant that the entire training pro- 
gram, said to be the biggest in the 
world’s history, is in the labor divi- 
sion of the Defense Commission and 
is being supervised in large part by 
labor leaders, but at any rate officials 
believe that the skilled labor prob- 
lem will be largely licked in a few 
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months. There is little evidence that 
_ present union policies are preventing 


defense plants from going on a three- 
shift basis. 

Elsewhere within the defense set- 
up labor is using its power to ad- 
vance the cause of unionism. It has 
prevented some contract awards to 
firms on a union blacklist. The at- 
tempt to get labor clauses in con- 
tracts or regulations, or labor men 
on committees or in administrative 
posts, has caused many delays in 
getting organization perfected and 
orders in production. For example, 
standardized contract forms to pro- 
mote sub-contracting of defense or- 
ders have been held up for weeks by 
labor’s insistence that sub-contrac- 
tors be held to the same labor re- 
quirements as direct government 
contractors. The professional lib- 
erals within the administration who 
constitutionally distrust any indus- 
try man probably are as much to 
blame for this situation as the union 
leaders themselves, for this group 
is fearful that the defense emer- 
gency will cause the administration 
to lose sight of the New Deal objec- 
tives and to give in to the demands 
of business, 

Labors power is rising as a result 
of the defense emergency, both in 
political and industrial fields. In the 
government the trend is not novel, 
simply accentuated by the swift pace 
of events. Labor looks at England, 
where there have been labor govern- 
ments in the past and is one now, 
and where the prospect is that labor 
may hold the political reins perma- 
nently after the war. Organized 
labor in this country, with a few 
noisy exceptions, is wholeheartedly 
behind the program to defend Amer- 
ica and aid England, though some 
short-sighted and selfish union prac- 
tices are impeding the defense effort. 
What the broad-minded union lead- 
ers want is that during this period 
and in the future a larger share of 
the profits of industry and of the na- 
tional income generally goes to the 
workers as a whole. 

This objective can be advanced in 
large part through labor’s political 
power, but eventually it may require 
labor’s participation in business 
management, and this is the new 
feature of the trend. It may come 
about from the top down as in the 
Murray plan, or through individual 
union assistance to employers in dif- 
ficulty, or through employee repre- 
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sentation on boards of directors, or 
through some other device. Or it 
may never come about. But labor‘s 
rising power must be recognized and 
reckoned with by business men as 
well as politicians. Occasional Con- 
gressional irritation may check it 
here and there, but power feeds on 
itself and the trend has gone too far 
to be reversed. 





What Latest Trends Reveal 
for 1941 Earnings 
Prospects 





(Continued from page 575) 


comparison and this company’s earn- 
ing power is still far under former 
best levels. 

The rail equipment industry ap- 
pears to have a much better than 
average profit outlook for the cur- 
rent year for two reasons. First, ac- 
tual deliveries of both rail equipment 
and defense goods will greatly ex- 
ceed those of 1940. Second, most of 
the larger companies in the industry 
are in a relatively good position as 
regards excess profits taxes based on 
return upon invested capital. As 
earnings last year were still relatively 
modest in comparison with prior best 
years—more so than in the steel in- 
dustry, for example — percentage 
gains in profits this year may be 
among the best. 

The steel companies contributed 
more than any other group to the 
year’s gain in composite earnings of 
all reporting industrial enterprises. 
United States Steel profits increased 
381 per cent from $1.83 in 1939 to 
$8.84. But in dollar gain per share 
Bethlehem Steel led the industry by 
a wide margin, earning $14.04 against 
$5.75 in 1939 or a gain of 144 per 
cent. As compared with average 
earnings per share over the past four 
or five years, profits of most steel 
companies in 1941 will be at a very 
favorable level—regardless of tax in- 
creases and regardless of possible 
rise in wage costs—but this is not 
to say that favorable 1940 profits 
will be necessarily bettered. 

Relatively few consumption goods 
enterprises have issued reports as 
yet, fiscal years for numerous of 
these, especially in the merchandis- 
ing field, ending January 31. Judg- 
ing by the minority of available re- 
ports, however, as well as by other 
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indications, the showing will not be 
favorable. Thus, Safeway Stores 
reported drop of 28 per cent in 
profits from 1939 to 1940 or from 
$6.61 a share to $4.76. Net of 
Kroger Grocery dropped 16 per cent 
from $3.02 in 1939 to $2.51 for 1940. 
At $2.48 per share, Woolworth’s net 
last year was 18 per cent under 1939 
figure of $3.02. 

Nine months’ showing of Mont- 
gomery Ward to October 31 indi- 
cated profit for the year probably 
well under 1939, amounting to $2.61 
per share against $3.29 in the com- 
parable period of 1939. Despite a 
gain of about 20 per cent in sales for 
the year ended January 31, Sears, 
Roebuck will show a bit less per 
share than the $6.60 earned in the 
preceding year. The company has 
estimated Federal tax charges for the 
year at $20,500,000 or more than 
double the 1939 figure. 

Taking the whole field of con- 
sumer goods—durable as well as 
non-durable—the chances appear to 
be that higher taxes will preclude 
any significant aggregate gain in 
1941 profits and declines may be 
fairly numerous. 





Taxes Will Restrict Mer- 
chandising Profits 





(Continued from page 591) 


reflecting increased overhead and 
high taxes. Larger chains last year 
continued to gain at the expense of 
the independent grocer and because 
of improved consumer purchasing 
power. Continued diversion of busi- 
ness from independents seems in 
prospect, while the rise in 1941 na- 
tional income will sharply stimulate 
many of the higher-priced food items 
which tend to be luxuries. It is 
doubtful, however, if the anticipated 
greater volume over 1940 and pos- 
sibly higher prices which may be 
instituted will be sufficient to offset 
increased taxes on the regular Fed- 
eral normal income tax basis. A 
considerable part of the industry, 
moreover, would be severely affected 
on confinement of excess profits 
taxation to the invested capital base. 
Substantial current earnings margin 
over last year’s dividend disburse- 
ments, however, points to no great 
dividend changes from the 1940 rate. 





War Booms Business of Small 
Arms Manufacturers 





(Continued from page 597) 


in a measure borne out by the com- 
pany’s 1940 common dividend pay- 
ments which amounted to $4 a share 
as compared with $1.25 in 1939. Al- 
though some additions to working 
capital will probably be desirable, it 
is likely that a substantial portion of 
1941 earnings will find their way to 
the stockholders in the form of divi- 
dends. In the case of Savage Arms 
as well as Colt, the small amount of 
common stock outstanding makes 
for thin markets, so that the fact 
that the shares are well above the 
average in volatility is understand- 
able. | 

Perhaps the largest manufacturer 
of American sporting fire-arms is 
Remington Arms Company, con- 


trolled by du Pont de Nemours, 


through ownership of the majority 
of the common stock. Remington 
Arms is not quite so old as its com- 
petitors but represents a combina- 
tion of two older companies in 1920. 
Remington Arms is said to produce 
approximately 1/3 of all of the sport- 
ing arms made in this country as 
well as a similar proportion of the 
country’s non-military ammunition. 
Up until the sudden demand for 
military ammunition materialized, 
Remington Arms also made a va- 
riety of cutlery items. Cutlery 
manufacture has, however, since 
been abandoned in the interest of 
greater ammunition production and 
the workers have been absorbed in 
the armament end of the business. 
Due to its ability to produce mili- 
tary ammunition with little or no 
changeover in production methods 
and equipment, Remington Arms 
has been the recipient of the largest 
volume of government orders ob- 
tained by any firm in the industry. 
In the July-December period al- 
ready mentioned, Remington Arms 
is reported to have received $151,- 
343,000 in orders for ammunition 
alone and must have also received 
a substantial amount of unreported 
orders. The comparative size of the 
reported orders is more apparent 
in the fact that at no time in the 20 
years or more preceding 1940 have 
net sales exceeded $17,200,000, al- 
though in latter years net sales have 
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not been substantially below the 
former peak. 

There is as yet no indication as to 
what 1940 earnings may have been. 
Since defense business did not be- 
come active until after the end of 
May, first half year results did not 
begin to reflect the probable earn- 
ings for the year. Nevertheless, in 
the first 6 months of 1940, Reming- 
ton Arms reported net income of 
$1,219,000 as compared with $144,- 
000 in the same period of 1939. Half 
year results were only moderately 
lower than for the full year 1939 
when net income of $1,392,646 was 
equal to $0.15 a share of common 
stock. The early 1940 figures have 
no provisions in them for later in- 
creased taxes and excess profits 
taxes and thus do not offer a com- 
plete basis upon which to make a 
full year’s estimate. Despite the 
additional tax imposts, however, it 
is probable that earnings in the sec- 
ond half of the year were better than 
double those of the initial 6 months 
period and that a better showing will 
be made in 1941. 

Remington Arms has no funded 
debt and du Pont owns about 99.23 
per cent of the 36,848 shares of $6 
dividend preferred and 60.17 per cent 
of the 7,493,140 shares of $1 par 
value common stock currently out- 
standing. In recent years, Reming- 
ton Arms has paid modest dividends 
on its common shares. In 1940, 
$0.18 a share was distributed as com- 
pared with $0.10 a share in 1939 and 
$0.05 a share in 1938. These divi- 
dend payments were closely in line 
with earnings in the respective years. 
With the prospects for 1941 im- 
measurably better than in any of the 
more recent years, it is probable that 
dividends will follow the established 
pattern and thus be higher. 

The most prominent draw-back to 
the shares of the majority of these 
small arms manufacturers is that 
their markets are thin. The particu- 
lar issues which we have discussed 
have excellent prospects for both 
earnings and dividends and all of 
them possess a sufficient cushion of 
other than military business to pre- 
vent any disastrous declines after 
the emergency period has passed. It 
cannot be denied that the best of 
the shares possess a high degree of 
speculative risk, although at the 
present time most of them would 
seem to be but moderately priced in 
view of nearer term prospects. 
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General Motors 





(Continued from page 582) 


and $28,000,334 in 1938. Moreover, 
the 1938 and 1939 tax figures in- 
cluded foreign income tax levies of 
which there is no mention in the 
1940 report. The increase in 1940 
taxes is even more clearly visualized 
when it is observed that they were 
equivalent to approximately $1.85 a 
share of common stock. 

As it was, General Motors earned 
approximately $4.32 a share of com- 
mon stock after all charges includ- 
ing preferred dividends and this was 
moderately better than the $4.04 a 
share reported for the similar period 
of 1939. Had taxes remained at nor- 
mal levels then earnings would have 
exceeded $6 a share and would have 
been at a record high since 1929. 
However, the 1940 earnings prob- 
ably marked close to the peak that 
might be expected in earnings per 
share for the next several years to 
come, for even should sales continue 
to grow, there is a strong probability 
that taxes will also mount and thus 
absorb the better part of the gains. 

The latest available balance sheet 
showed no retreat from the charac- 
teristically strong financial position 
of the company. Total assets were 
$1.8 billion thus marking a new high 
for the company which only passed 
the billion dollar mark in 1927. Of 
this amount current assets totaled 
$705,745,000 as compared with total 
current liabilities of $248,684,000. 
Cash and Government securities 
were carried at better than $365,- 
000,000 while cash alone was almost 
equal to all of the quick debt. 
Earned surplus of $450,000,000 was 
not only at a new high record but 
was greater than the par value of 
all of the common stock then out- 
standing. Inventories of just short 
of $247,000,000 were higher than a 
year ago but under the circum- 
stances were more than justified. 
There were, of course, neither funded 
debt nor bank loans outstanding. 
Full year 1940 figures will probably 
show some improvement in the finan- 
cial condition of the company. 

As compared with its automobile 
business, General Motors’ other 
than automotive interests are rela- 
tively small. 


It is perhaps, recognition of the 
fact that both earnings and divi- 
dends have reached close to a ceil- 
ing under immediate conditions and 
may even go lower should the bur- 
den of taxes be increased, that has 
held the market for the stock in 
check. As one of the former market 
leaders it is possible that the shares 
will attract a certain speculative fol- 
lowing in the event of stronger mar- 
kets but higher prices would make 
the shares even more speculative 
and increase the degree of hazard 
already present in the situation. 





Another Look At... 
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entirely blockaded. As a_ conse- 
quence, earnings of Climax Molyb- 
denum in each quarter of 1940 fell 
substantially under the 1939 level. 
Net in the first quarter was equal to 
68 cents a share, 69 cents a share in 
the second quarter and 50 cents in 
the third quarter. Estimating earn- 
ing in the final quarter at about 50 
cents a share, it would appear that 
net for all of 1940 was equal to some- 


thing between $2.35 and $2.40 a 
share. This would compare with 


$4.09 a share earned in 1939, the 
most profitable year in the com- 
pany’s history. Dividends paid by 
the company last year, including a 
year-end dividend of $1, totaled 
$2.20 a share, against $3.20 in 1939. 

Under the impetus of the intensive 
demands for armament materials, 
it is possible that increased domestic 
takings, coupled with sales to Great 
Britain, the latter country having 
agreed to buy all its requirements 
here, may enable Climax to enlarge 
current volume of sales as much as 
20 per cent over the 1940 level. 
Against this possibility, however, 
the inevitable effect of larger taxes 


must be measured. By contrast 
with many other issues, and the 


prospects of which are more clearly 
defined, Climax Molybdenum shares 
at recent quotations around 28 can- 
not be regarded as undervalued. De- 
prived, temporarily at least, of their 
former dynamic attraction, the 
shares may hold in a relatively cir- 
cumbscribed price range for some 
time to come. 
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A Program for Income and 
Capital Growth 
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the compromise policy outlined are 
doubtless more apparent than real. 
Let us further suppose, for the 
sake of argument, that the mar- 
ket over the next several months 
declines further. In such circum- 
stances, the invested portion of the 
fund inevitably will show a loss. 
At the same time, the cash has be- 
come proportionately more valuable 
in terms of investment buying 
power, while also at the same time 
affording the investor a substantial 
safeguard and that desirable sense 
of security which comes of having a 
sizable backlog of cash at a time 
when that market is declining. Fears 
having their origin in a market break, 
are more than likely to result in 
faulty judgment and the sacrifice of 
good securities at a time when the 
decline is at or near a climax. With 
the assurance of cash, and with in- 
come requirements provided for, an 
investor is much more likely to take 
a sound and rational viewpoint. 
To apply this policy of com- 
promise to the problems of the in- 
vestor whose capital is already sub- 
stantially committed to a list of se- 
curities can be equally practicable, if 
not so readily initiated. In this case, 
the first step requires a thorough re- 
vision of present holding, at the ex- 
pense of non-income producing issues 
and issues which appear to have the 
least promising outlook. This will 
permit the creation of a cash back- 
log, with the minimum sacrifice in 
income. Further conversion of hold- 
ings into cash will depend to what 
extent the investor is willing and 
able to forego income, at least tem- 
porarily. If present holdings include 
bonds and preferred stocks quoted 
above their call prices, the sale of 
such issues would afford practically 
an ideal means of building up cash. 
Possibilities of further price appre- 
ciation in such issues are extremely 
limited and are, in fact, outweighed 
by the possibility of loss in the event 
of call, or any developments resulting 
in higher interest rates. 
Accompanying this discussion is a 
typical cash-securities compromise 
program worked out on the basis of 
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$100,000 cash. This program is 
designed to exemplify the proposals 
which have been outlined; the securi- 
ties included by no means represent 
the limits of possibilities, nor is the 
figure of $100,000 anything more 
than a convenient one chosen to per- 
mit greater breadth in the choice of 
securities. There is no reason why 
the program could not be used with 
equally effective results, when ap- 
plied to the actual circumstances of 
the individual investor. 





Radio Corporation 
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about 4.3 per cent of the company’s 
gross income. In the first nine 
months of 1940, provision for Fed- 
eral taxes rose nearly 130 per cent 
to $2,019,000 as compared with 
$881,300 in the same period of 1939. 
No provision was made for possible 
excess-profits taxes so that any such 
amount would have to be deducted 
wholly from fourth quarter opera- 
tions. Other taxes at the year-end 
increased the 1939 tax bill to $4,- 
789,300 as noted above but on the 
basis of the first nine months of 
1940 it is probable that the 1940 tax 
bill was better than $6,000,000 or 
approximately equal to the amount 
of dividends paid to stockholders. 
Net income in the first nine 
months of last year was $5,713,943 
as compared with $4,066,425 in the 
similar period of 1939. Per share 
earnings were $0.24 and $0.12 a 
share respectively for the two 
periods. During the final quarter of 
1939 the company earned about 
$0.23 a share although due to the 
necessity of including additional 
taxes in the final 1940 quarter it is 
probable that full year 1940 earn- 
ings just approximated those of the 
previous year when $0.35 a share 
was reported. The outlook for 1941 
is improved by the addition of con- 
siderable Government business to a 
very promising year for general pub- 
lic sales. Thus, while taxes will take 
an increasingly large share of gross 
income, it is probable that this 
year’s earnings per share will be 
moderately better than in 1940. The 
increase ‘in earnings per share will 
probably not be sufficiently large on 
a dollar basis to warrant substan- 
tially better market appraisal of the 


shares but it is likely to be of suffi- 
cient magnitude to warrant a some- 
what greater common dividend dis- — 
tribution than the $0.20 payment 

made in 1940.. 

While near term earnings and 
dividends will probably not warrant 
substantially higher prices for the 
shares, other developments may pro- 
vide the necessary impetus in the 
event of a rising market. Television 
has been in the news off and on for 
the past 10 or more years although | 
actual service is now nearer to ac- 
complishment than at an time in the 
recent past. The Federal Communi- 
cations Commission is soon expected 
to make a report on the industry 
which will obtain as great publicity 
as the commission’s previous report 
which then held television as un- 
suitable for commercialization. Late 
last month, the commission’s repre- 
sentatives were shown the newest 
developments in television which in- 
cluded presentation on a full sized 
theatre screen as well as a much en- 
larged home projector by Radio. 
Columbia Broadcasting showed tele- 
vision in color. These developments 
are not of high commercial impor- 
tance; they are not likely to precipi- 
tate a buyer’s panic to purchase 
equipment similar to that which oc- 
curred in the early 1920’s, but they 
do contain a fertile field for roman- 
tic speculation upon which a popu- 
lar demand for Radio shares might 
be based. 

The longer term prospects for 
Radio are relatively unattractive 
since current defense orders and 
high consumer purchasing power are 
likely to represent peaks for some 
time to come. When this business 
is out of the way, it is probable that 
the industry will revert to the rather 
colorless and highly competitive 
business of recent years. Radio is 
in a strong financial position and is 
likely to maintain its position as 
leader of the industry. But even as 
the leader, its position is not condu- 
cive to any sharp increase in earn- 
ings or secular growth, while the 
adverse possibilities contained in 
possible later developments, such as 
heavy taxes on receivers, make any 
but a temporary speculative posi- 
tion in the shares untenable. On the 
other hand, the company’s $3.50) 
convertible first preferred shares. 
priced now around 58, offer a rea- 
sonably secure yield of slightly bet- 
ter than 6 per cent. 
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